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INTRODUCTION 

THIS study was undertaken at the end of the second 
world war for the International Association of 
Department Stores with the object of providing the 
management of these stores with perspective for facing 
neW problems. 

It is based on one main approach, the historical approach, 
which on account of the nature of the subject and the aim 
in .view, was the one most likely to reveal trends and 
deviations and to disclose facts in their wider relations. We 
think, furthermore, that, as stated by Auguste Comte, no 
conception can be understood except through its history. 

The story of the department store falls into three clearly 
marked phases. The first chapter of this study is thus 
devoted to the formative years (1860-1880) of the depart- 
ment store. The second chapter deals with the next and 
great period (1880-1914) during which that form of dis- 
tribution rose to its full stature. The third chapter treat's 
changes which have happened during the interval of time 
which stretches between 1920 and 1940 and during which 
the previous tradition of continuous success has been 
gradually replaced by a new tradition of endurance in 
adversity. Finally, after a section which deals with the 
economics of the department store, we have devoted the 
last chapter to a survey of the future of that form of 
enterprise. 

To sum up the object of this investigation, we may say 
that its aim is to find out why a form of business which 
during half a century had expanded with a lightning 
rapidity and dominated the field of retailing had, in the 
course of the period 1920-1940, given the impression of 
marking time. 

In the last part of the investigation we have tried to 
point out the directions, perhaps distorted through the 
magnifying glass of our own prejudices, along which the 
reinforcement of the position of department stores, in 
relation to the other forms of distribution, might possibly 
be sought. 

riii 
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As one will note, we have, in this last part, referred to 
methods or instruments of organization only in very rare 
instances, as the aim of an investigation like the present 
one is to determine what is to be done rather than how it 
is to be done. 

We are aware of the fact that the majority of the con- 
siderations offered in these pages refer more specifically 
to the Parisian and American department stores, and that 
British department stores have on the whole avoided until 
now several of the exaggerations pointed out in these pages. 
But we must remember that Paris and the United States 
are the places where this institution originated, where 
department stores have the longest existence and have 
reached the most advanced stage of development. One 
may thus think that in 'their evolution during the 1920*8 
and 1930*8, they have taken a path along which they may 
risk to be followed by the department stores of other 
countries. 

While we have in a few pages tried to summarize, at the 
proper place, the evolution of the department store during 
the second world war and also during the years 1945 to 
1950, it must nevertheless be understood that we consider 
the period 1940-1950 as an interruption in the regular 
sequence of department store evolution. A period of 
prolonged seller's market caused by steady inflationary 
pressure can only conceal the real facts behind a fa9ade of 
temporary and often only apparent profits. This is the 
reason why we have given so little place to the history of 
the last 10 years in a long-range study like the present which 
must refer to tendencies rather than to episodes. 

The author is under a heavy debt of gratitude to the 
members of the International Association of Department 
Stores, who are at the origin of his studies in the department 
store field; to Mr. Derek Knee, Assistant Secretary of the 
Association, for his advice and constructive criticism; 
to Mr. W. H. Newman and Mr. A. W. Plowman who have 
given invaluable assistance in re-editing the original 
text and in submitting many helpful suggestions; and to 
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Miss Betty Bjftrn for her co-operation in checking the text 
and reading the proof-sheets. 

It must nevertheless be understood that the members of 
the International Association of Department Stores, in 
accordance with the tradition of an institution engaged in 
management research, have left to the writer an entire 
liberty of treatment. The statements made and the opinions 
expressed in this study engage, therefore, solely the res- 
ponsibility of the writer. 



I 

THE BIRTH OF THE DEPARTMENT STORE 
(1860-1880) 

'A department store may indeed be hampered by the need of 
numerous checks and counterchecks, which are obstructive in many 
ways. But a group of men, or even a single man of great energy and 
insight into character^ can dispense with some and make short cuts 
in regard to others; and so great are its opportunities in the hands 
of an exceptional genius ', that it sometimes rises with meteor-like 
rapidity and splendour. 9 A. Marshall. 

Background 

A DISTINGUISHED industrial economist once very 
ably defended the idea that our world has always had 
at its disposal the quantity and quality of inventive and 
promotive talent which it deserved, i.e., which it was in 
a position to use at that time 1 . Taking as an example the 
steam engine, which had been discovered, discarded and 
rediscovered several times from antiquity to the century of 
Watt, he has demonstrated that the steam engine actually 
broke through first towards the end of the i8th century 
because it was only at that time that the economic and social 
conditions were suitable to its application. 

A similar suggestion could be made as regards the de- 
partment store. One has witnessed in the course of time a 
number of attempts to create and operate large size retail 
establishments gathering different lines of trade under one 
roof 2 . But these attempts were short-lived, and these 
creations have rapidly vanished into oblivion because they 
were too far ahead of their time. The department store 
did not really appear until the middle of the iQth century, 
because it was only from that time on that the economic 

1 C Going: "Principles of Industrial Economics", New York 1911. 

2 See examples of these attempts in G. d'Avenel: "Les Grands 
Magasins", Revue des Deux Mondes, Paris I5th July 1894, p. 333; 
H. Schliepmann: "Geschafts- und Warenhauser", Berlin 1913; and 
Fox Bourne: "English Merchants", London, I, p. 72-76. One may 
also mention the existence in Paris, during the i8th century, of a 
famous bazaar, the "Petit Dunkerque", located near the Pont-Neuf, but 
which was not able to develop into a departmentalized store. 
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conditions, themselves governed by technical develop- 
ments, made the existence of the department store possible. 
It was thus merely one aspect of a more general trans- 
formation. 

Before the iQth century the number of large towns, that 
is to say towns whose population reached and exceeded 
100,000 inhabitants, was exceedingly limited. Moreover, 
on account of the non-existence of means of public transport 
within the towns, the inhabitants of these large cities made 
nearly all their purchases (not only the purchases of food 
or small items, but also of clothing and home furnishings) 
in the section of the town where they lived. 

Retail stores of the specialty shop type, i.e., located in 
the central section of the town and which were recruiting 
their clientele not only in that section, but from other 
sections, began to appear in the largest European cities, 
especially in Paris and London, during the first decades of 
the i gth century. The same period, i.e., the first half of the 
igth century, was remarkable for the introduction of k 
much greater degree of specialization than before within 
the retail stores, especially those located in the central 
shopping section. But these stores remained of a limited 
size (100 employees at the most) 8 . 

It is only with the development of horse-drawn buses 
during the following decades and the appearance of the 
first horse-drawn streetcars in the period 1850-1860, that 
the possibility of operating larger retail shops was created 4 . 
These retail shops of the central shopping section were 
able, thanks to their clientele which was drawn from every 
quarter of the town, to reach much higher sales volumes 
than the similar stores located in the other sections of the 
town. On the other hand, the rent charged for their sites 
was appreciably higher and had a tendency to rise rapidly. 

8 One may mention among these Parisian stores, which have all 
disappeared in the meantime, the "Diable Boiteux", the "Deux 
Magots", the "Petit Matelot". 

4 In Paris the horse-drawn buses appeared in 1838, but their develop- 
ment mainly took place during the 1850*8. The number of passengers 
transported reached 36 millions in 1855 anc * increased to 107 millions 
in 1866 (Maxime du Gimp: "Paris, ses organes, ses fonctions et sa 
vie", I, Paris 1873). 
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When this rental reached excessive levels, in fact when 
the rent expenses of these centrally located stores were 
about two or three times greater, expressed in percentage 
of sales, than the rent expenses of the stores located outside 
the central shopping section 6 , there was a natural tendency 
for those of the centrally located shops which were expand- 
ing most rapidly to keep their rent charge within reasonable 
limits by extending their selling surface in depth and in 
height, by using for selling purposes the back of the building 
and also the upper floors with their lower rentals. 

The economic background was thus created for larger 
retail enterprises selling not on one but on several floors. 
But these would never have had more than a few hundred 
employees at the most if they had continued to operate 
along the traditional lines of the retail trade, with one line 
of slow-moving merchandise, selling at relatively elevated 
prices. 

It was by introducing in this economic background new, 
one may say revolutionary, conceptions that Boucicaut 
"invented" the department store. 

The birth of the department store 

In 1852, Aristide Boucicaut started in Paris, under the 
name of the Bon March, a small retail shop selling piece 
goods. 

As regards the extent of the assortment carried, this 
store was similar to other shops in the trade; but Boucicaut 
operated his enterprise from the start according to principles 
which were absolutely opposed to the current practices of 
the dry goods trade of the time. 

These revolutionary innovations of Boucicaut, a planner 
and a visionary, may be listed as follows: 

I. While the current practice of the retail trade, es- 
pecially of the dry goods trade, was to sell with a slow 
stockturn merchandise with a high mark-up, Boucicaut 
sold his merchandise at a small mark-up with the idea of 
compensating for the smaller gross margin by higher 
sales volume and more rapid stockturn. 

8 G. Tornqvist: "Defcdjhandelns Stordriftsformer", Stockholm 1936, 
p. 12. 
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2. The current practice of retail trade was then not to 
mark the price of the merchandise but to permit and use 
individual bargaining. Boucicaut replaced this practice 
by the rule of offering only merchandise with fixed and 
marked prices, ensuring thus that all customers would 
receive equal treatment 6 . 

3. Contrary to the usual habits of the retail trade, his 
shop was run on the principle of free entrance. Every- 
body could enter the shop and look at the merchandise 
without that moral obligation to buy which dominated 
the atmosphere of other shops. 

4. Boucicaut soon introduced the practice of returns, 
giving the customers the right to exchange the merchan- 
dise bought, or get their money refunded. 

These innovations upset all pre-conceived ideas and were 
first greeted by the competing retailers as "du romantisme 
en boutique". But they corresponded to the real needs of 
a new age and were a striking success. The sales of the 
Bon March, which amounted to 0.5 million francs in 1852, 
increased continuously and reached 5 millions in 1860. 

Because of this speedy development, which was the con- 
sequence of new trading principles, Boucicaut started to 
expand the lines of merchandise carried. He was originally 
handling only piece goods, but soon added dresses and 
ladies' coats to his assortment. He then gradually broadened 
the scope of his operations to include underwear, millinery 
and shoes. In 1863, the partner of Boucicaut became 
frightened of such an expansion and sold his share of the 
business to Boucicaut, stating: "I prefer to leave you to 
continue your experiments alone". 

As these new lines were carried in the same store, but in 
separate departments, one may say that around 1860 the 
first department store, an entirely new framework for retail 
distribution, was taking shape. From 1860 to 1870 the sales 
of the Bon March expanded from 5 to 20 million francs. 

* To understand the scope of this innovation we must remember that 
as late as the iSth century the distribution by retailers of handbills 
("prospectus") with indication of sales at fixed prices, had been 
prohibited (See Martin Saint-Lon: "Le petit commerce fran^ais", 
Paris 1911. p. 520). 
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Already in 1855, inspired by the example of Boucicaut, 
Chauchard and Hriot established in Paris another store, 
the Louvre, run on similar principles, but catering for a 
somewhat higher income class clientele. This also expanded 
rapidly into a department store. In this expansion into new 
lines of merchandise, especially those which went beyond 
the clothing, apparel and textile lines, Chauchard at the 
Louvre soon showed himself even more enterprising than 
Boucicaut at the Bon Marche. It is largely under his impulse 
and thanks to his example that the department store quickly 
reached a new stage in which it covered the needs of the 
home, as well as clothing, by the addition of the home 
furnishing departments (furniture, hardware, etc.) and other 
classes of merchandise. These two first department stores 
were soon followed by other new ones. The Printemps 
was founded in 1865 by Jaluzot, a former department head 
of Boucicaut at the Bon March6; the Samaritaine by 
Cognacq and his wife, in 1869. 

n The first country to follow the French example was the 
United States of America. Here there were a number of 
successful dry goods or apparel stores like Lord and 
Taylor (established as early as 1826), Jordan Marsh (1841), 
Lazarus (1850), Mandel (1855), Macy (1858), Wanamaker 
(1861), Altman (1865) and Marshall Field (1866). But all 
of them still confined their operation to the traditional 
retail lines, mostly dry goods. 

The first of them to expand into department stores under 
the influence of the Parisian example were Stewart in New 
York (later absorbed by Wanamaker), Wanamaker in 
Philadelphia and Marshall Field in Chicago 7 . These were 
the stores which developed and popularized the department 
store in America in the yo's 8 . 

As stated by Nystrom, "The Bon March6 of Paris was 
not only the first department store, but it served as the 
inspiration to the establishment of department stores in all 
parts of the world. Stewart, Wanamaker, and Marshall 

7 J. Wanamaker: "The Evolution of Mercantile Business", Annals 
of the American Academy of Political and Social Science, 1900, 
Supplement, p. 125. 

8 J. Pyle: "Marketing Principles", New York 1931, p. 104. 
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Field all credit Boucicaut as the source of many of their 
ideas"*. 

Other stores followed rapidly. Thus Lord and Taylor 
added furniture and shoe departments to its dry goods 
business, while Macy's opened books, stationery, china- 
ware and silverware departments and installed a soda 
fountain. 

Among the American department store pioneers it is 
probably Wanamaker who brought the most important 
and original contribution to the development of that new 
form of distribution by its rapid expansion into an endless 
series of new departments, and its use of advertising on a 
large scale 10 . 

The same forces which we have already noted for France 
were at work in Great Britain. Furthermore, it seems that 
the 1851 Exhibition, with its long aisles of organized 
presentation had opened the view of new possibilities in 
the methods of display and perhaps also in the classified 
and organized presentation of different lines of merchandise 11 . 

At the time when the Bon March6 and the Louvre were 
taking a shape which was unmistakably heralding a new 
form of distribution, at the end of the 1850*5, there were 
already in operation in Great Britain some firms which 
have since become department stores, and whose date of 
foundation as retail stores was earlier than 1852. But one 
may say that it is in the last years of the i86o's and the first 
years of the 1870*8 that the department store started to 
take its real shape in Great Britain as a new form of dis- 
tribution, assembling under one roof a great number of 
different lines of merchandise. 

9 P. Nystrom: "Economics of Retailing", New York 1932, p. 429. 

10 See the story of Wanamaker by H. Gibbons: "John Wanamaker", 
New York 1926; of Marshall Field by S. Ditchett: "Marshall Field 
& Co.", New York 1922; of Macy's by E. Hungerford: "The Romance 
of a Great Store", New York 1922. Filene, Lord and Taylor, and 
Wanamaker have also published interesting accounts of their history 
in the form of jubilee and other publications. Reference must finally 
be made to the series of articles published by G. Buchanan-Fife under 
the title of "Romance in the History of New York Big Stores" in the 
''Evening World" of New York Qty in July and August 1925. 

11 C R. Fay: "Palace of Industry, 1851", London 1951, p. 91. 
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Here the department store materialized through the expan- 
sion during these years of the number of lines of merchan- 
dise carried by stores like Harrods, Lewis's and Whiteley's 
and by the creation of a special form of co-operative stores, 
departmentalized co-operative stores, catering for certain 
categories of state servants, as for example the Civil Service 
Supply Association and the Army and Navy Co-operative 
Society. 

The expansion of these stores was rapid, but perhaps, in 
these first decades, not as rapid as in France and the United 
States. It seems that it is only in the 1890*5 that large de- 
partment stores, corresponding to the size of the great 
stores of Paris, New York, Chicago and Philadelphia, 
appeared in London. On the other hand, some British 
provincial towns had klready at that time department 
stores of a size unknown in the French provincial towns. 

In Germany the first creation of department stores or 
development of existing stores into department stores 
began around 1880; in the Low Countries, Scandinavia and 
Switzerland, it started around 1890 with the notable 
exception of Magasin du Nord of Copenhagen which was 
already taking the form of a department store in the i88o's. 

The department store concept also found fertile ground 
in the Anglo-Saxon countries of the British Commonwealth 
with the development of full-size department stores in 
Canada in the 1890*8 and in Australia during the first 
decade of the 2Oth century. 

It must however be pointed out that to this day the 
department store has not acclimatized itself in Mediterranean 
and Eastern Europe countries, whose largest towns are 
still catered for by stores of a relatively small size, except in 
Russia, where the department stores, the so-called "Univer- 
mag", have developed greatly, but relatively late. 

One may say that in the course of a few decades the 
department store swept across the Western world. Its 
success demonstrated that it represented a necessary form 
of enterprise. In fact, the department store can be con- 
sidered as one of the most characteristic forms through 
which the new forces released by the industrial revolution 
sought expression. 
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It is interesting to note that the great majority of the 
department stores developed from a specialty shop (in 
most cases of the dry goods line, but sometimes of other 
lines, as for example Harrods which started as a grocery- 
shop, Lewis's Limited which started as a boys' and youths' 
clothing store, Wanamaker which started as a men's store), 
and which extended their trade gradually into new lines of 
merchandise and thus took the shape of a department store. 
Of these stores which developed into a department store, 
one with the oldest business background is probably 
Steen & Str0m in Oslo, which was established in 1797. 
Other department stores, like the Magazine zum Globus 
in Ziirich, have been the product of a different evolution 
and are the result of a general merchandise store or bazaar 
which has been enlarged and subdivided into departments. 
There are also some examples of department stores which 
have been created by the merger of two stores, as for 
example Nordiska Kompaniet in Stockholm, or which 
are the outcome of a store which has extended the scope of 
its trade by successively absorbing a number of other firms, 
like Stockmann in Helsingfors. 

Finally a few firms, launched after that form of distribu- 
tion had imposed itself, were created and started as de- 
partment store firms from the beginning of their operation. 
Galeries Lafayette in Paris and Selfridges in London are 
examples. 

We have shown in a preceding paragraph that the birth 
of that new form of distribution represented by the depart- 
ment store has been possible only on account of the 
economic and technical developments of the igth century. 
But these developments have offered but the frame, the 
background of the stage. The department store as such has 
been the result of the energy and imagination of some men 
of exceptional ability, who had a strong sense of the needs 
of their time. It was their driving power, their grasp of 
essentials and their willingness to take necessary risks which 
engendered the first large-scale retail establishments. 
Among these men the most famous, those whose names will 
remain associated with the creation of the department store, 
are Boucicaut, who invented the department store, and 
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Chauchard and Wanamaker, who had a major share in 
developing all the opportunities which that new form of 
distribution comprised. 

Competition 

The only form of competition which the department 
stores had to face in this first period of their existence was 
that of independent retailers represented by specialty stores 
handling a limited line of goods, but located, like the 
department stores, in the central shopping district and 
drawing, like them, their clientele from the whole area of 
the town; by neighbourhood stores (i.e., stores located in 
the various sections of the town and drawing their trade 
from people living close at hand) ; and by general merchan- 
dise stores (bazaars). 

The great majority of these shops were operated by 
traditional and old-fashioned methods with a low rate of 
stockturn (usually around one and two in the dry goods 
stores) and a correspondingly higher rate of mark-up (in 
many cases around 40 per cent.). Their operating expenses, 
which were not large when considered in absolute figures, 
were relatively high when expressed in percentage of 
sales, on account of the moderate volume of the sales and 
the reduced rate of stockturn. Furthermore, many of these 
dry goods shops were extending credit to their customers, 
with a corresponding increase in their real expenses. Besides 
these specialty stores which were selling merchandise of 
good quality, but at excessive prices, there were some other 
shops which were selling low grade merchandise of un- 
satisfactory quality at low prices. The shops of either of 
these two different classes were usually installed in small 
quarters, their selling was largely confined to the street 
floor, their merchandise was piled on shelves with no 
attempt at attractive display, and they were equipped with 
deep and old-fashioned fixtures. 

Characteristic features of department stores during their 
formative years 

Under these conditions the department stores had, thanks 
to their commercial methods and to their very character- 
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istics, a marked superiority over their competitors in this 
initial stage of their history. 

Like the specialty shops, department stores were retail 
enterprises with a central location, i.e., drawing their 
clientele from the whole town. They had, however, in 
comparison with the specialty shops, the advantage of 
using for selling purposes the higher, cheaper floors, which 
made it possible for them to be located on the most valuable 
sites, while showing a lower average of rent (as a percentage 
of sales) than their direct competitors. It is necessary to 
point out that considerable stress has been laid on this 
point by such well-known economists as Marshall, Julius 
Hirsch and Tornqvist, who have dealt with the history of 
the department store, and who are inclined to consider this 
factor as the root of this new form of distribution 11 . Hirsch 
has even, on the basis of this occupancy factor, drawn a 
parallel between the development of the large industrial 
plant and the department store. According to him, in the 
same way as the growing size of the industrial plant is 
caused by the fixed expenses which are more economically 
absorbed by large-scale production, the growth of the 
department store was originally caused by the possibility 
of spreading the high fixed expenses of the centrally located 
store (especially the high rentals of the street floor) on a 
larger volume of sales obtained by the extension of the 
selling premises to the cheaper upper floors 18 . 

Their policy of low mark-up and high rate of stockturn 
allowed department stores to sell at prices which were 
usually from 15 per cent, to 20 per cent, cheaper than 
those of the remainder of the retail trade 14 . This mere 
underselling gave them a tremendous competitive advan- 
tage. As a matter of fact, the first department stores placed 
themselves from the start between the two main classes of 
shops which we have mentioned in the preceding paragraph. 
Instead of selling with an exaggerated mark-up first-class 
merchandise or low grade merchandise with a reduced 

" See A. Marshall: "Industry and Trade", London 1919, p. 297. 
18 J. Hirsch: "Der moderne Handel", Tubingen 1925, p. 238. 
14 Emile Zola: "Notes de travail sur les grands magasins", Collection 
des Oeuvres Completes, Tome 12, p. 474. 
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mark-up, they sold merchandise of good or sufficient 
quality with a mark-up which was formerly used only for 
low grade merchandise 15 . 

The extraordinary response which they encountered on 
the part of the public demonstrated that this policy answered 
to the real needs of the time. As a result of it their sales in 
several departments reached a much greater volume than 
those of the average store of the corresponding line of 
merchandise. This, in turn, allowed them gradually to get 
from the suppliers more favourable terms than those granted 
to the other retailers. One may add that their growing 
financial strength soon made it possible for them to secure 
cash discounts from the suppliers. 

The department store was also characterized by the fact 
that it carried a far greater variety of merchandise lines than 
the traditional retail store. Furthermore, these different 
lines of merchandise were not carried in a heterogeneous 
assortment, as in the former general merchandise stores or 
bazaars, but along a new principle, with a segregation of 
the different merchandise lines as regards location, personnel 
and records in separate selling departments. Each merchan- 
dise line had a distinct location in the store, its own buyer, 
a separate sales force, and separate accounts were kept for it. 

This basic difference between the department store and 
the former general merchandise store or the bazaar, has been 
rightly stressed by two economists in the following lines: 
"If you want to see a retrograde step in this progressive 
integration which has united under one management and 
under one roof numerous branches of commerce which were 
hitherto quite distinct, if you want to compare the modern 
department store with the village general shop, with its 
haphazard mixture of piece goods and knitwear, tinned 
foods and toys, drapery and stationery, then you must 
understand that such a comparison is valid only in terms of 
two stages in the evolution of an organism, like the com- 
parison between the unformed and undistinguished chrysalis 

16 G. d'Avenel: "Les grands magasins", Revue des Deux Mondes, 
I5th July 1894, p. 334. 
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and the perfect butterfly with shining wings and fully 
developed organs". 16 

The department store thus took the aspect of a gathering 
under one roof of a considerable number of selling depart- 
ments, each of them corresponding to a specialty shop. 
This feature which is perhaps the main characteristic of the 
department store, revealed itself, from the start, as a great 
force of public attraction, perhaps even stronger than the 
lower prices offered. It appeared very soon that that induce- 
ment to deal with other departments, which dealing with 
one department offers, was going to represent the most 
permanent asset of this form of distribution. Thus Zola 
noted that: "The strength of the department stores is 
increased tenfold by the accumulation of merchandise of 
different sorts, which all support each other and push each 
other forward". D'Avenel points out similarly: "It seems 
that sales breed sales, and that the most dissimilar objects 
lend each other mutual support when they are placed next 
to one another". 17 

The free entrance principle also revealed itself as a power- 
ful asset. It gave the woman purchaser the opportunity to 
"shop", that is to say to go about through the various de- 
partments of a department store, or the corresponding 
departments of different department stores, comparing 
qualities, prices, styles and values to her heart's content. 
In itself the principle of "shopping" was not new. It was 
already present in the public food markets. The originality 
of the department store consisted in the introduction of it 
into fields from which it had been banished: the textile 
and home furnishing trades. 

But it must be pointed out that neither the use of the 
upper floors for selling purposes, nor the collection of 
different lines of merchandise under one roof, is sufficient 
to form a department store. As reported by Michel 18 and 

16 B. Nogaro et W. Oualid: "Involution du commerce, du credit 
et des transports depuis cent cinquante ans", Paris 1914, p. 309. 

17 G, d'Avenel: "Les grands magasins", Revue des Deux Mondes, 
I5th July, 1894, p. 355. 

18 G. Michel: "Le commerce en grands magasins", Revue des Deux 
Mondes, 1st January 1892, p. 136. 



BIRTH 13 

Hirsch 19 , we have a number of examples of former schemes 
where guilds or municipalities had grouped independent 
shopkeepers belonging to different trades on the various 
floors of the same building. These schemes had all been 
short-lived and the groupings were incapable of developing 
the vitality and efficiency of department stores because the 
strength of the latter lies not only in space factors, but also 
in organization factors and in an underlying unity. In 
fact, the department store is not a magnified version of 
the traditional retail shop, but something quite different in 
kind, a closely knit organization with a new personality. 

Thus the carrying of so many different lines of merchan- 
dise under one supreme management gave to the department 
store the possibility of compensating for the different 
seasonal peaks of the various merchandise groups from the 
point of view of the use of the display windows, of the 
utilization of the floor area (seasonal expansion and con- 
traction of departments), and, to a certain degree also, for 
the utilization of the personnel, especially the non-selling 
personnel 20 . 

Another characteristic feature of the department store 
since its inception was its wider use of the principle of the 
division of labour than in any of the other forms of retailing 
existing at the time. Its operation by means of segregated 
selling departments did not in itself give an advantage to 
the department store, as its competitors themselves operated 
specialized stores carrying a single line of trade. But within 
each selling department a greater degree of specialization or 
division of labour was introduced, for example by the 
existence of a buyer who usually devoted more time to 
merchandising, travelling and buying than the owner of 
the independent retail shop, and by the greater segrega- 
tion and specialization of auxiliary or sales service operations 
(stock-keeping, cash handling and wrapping). Finally, in 
the non-selling departments the division of labour reached 
a very high level. The division of labour and the corres- 

19 J. Hirsch: "Der moderne Handel", Tubingen 1925, p. 242. 

20 J. Hirsch: "Den moderne Detailhandels Hovedproblemer", 
Copenhagen 1940, p. 17; E. J. B. Lloyd: "The department store as a 
method of retailing", The Liverpool Trade Review, January 1953. 
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pondingly increased degree of organization made possible 
by the size of the business and the scale of the operation, 
allowed the department stores to avail themselves of the 
services of qualified specialists for the more responsible 
positions. At the same time, salary expenses could be 
reduced because the work, thus organized and standardized, 
made it possible to use for the lower positions, which 
included mainly routine jobs, less qualified personnel. It 
was an application in the field of commerce of the principle 
of delegation of skill which has been so widely employed 
in industrial rationalization. As a consequence of this 
development in department stores the proportion of women 
tended rapidly to become greater than that of men, whereas 
in former stores men had usually represented the majority 
of the employees. 

Besides this application of the principles of division of 
labour and of delegation of skill, the existence of so many 
different selling departments allowed substantial economies 
by the concentration of the non-selling activities in aux- 
iliary departments serving all the selling departments of 
the firm. Most activities referring to accounting, advertis- 
ing, window display, credit, customers* services, delivery, 
store management, buying, handling of cash, etc., were 
carried out by central departments serving the entire store 
and securing thus the advantage of concentration and of 
production on a large scale, as compared with the specialty 
shops and other stores 21 . 

Such relative savings resulting from the large scale of 
the operation and the grouping of different merchandise 
lines in the same store are quite striking in the sphere of 
delivery, where the vans of the store can deliver in the same 
trip, often even at the same address, parcels containing 
purchases from several departments. 

Another characteristic of the department stores has been 
the very alert spirit of the managers, constantly in search of 
new articles or very receptive to new merchandise develop- 
ments, always eager to present novelties a spirit which has 

tt See P. Nystrom: "Economics of Retailing'*, New York 1932, 
p. 161 and 163; and Tornqvist: "Detaljhandelns Stordriftsformer", 
Stockholm 1936, pp. 14-15. 
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been reflected by the very name which has been given to 
department stores: "Grands Magasins de Nouveauts". 
They prided themselves upon their ability to find and display 
new and unusual merchandise. They sent buyers to all 
parts of the world in search of remarkable articles or good 
values. One may say that in this aspect of their operation 
the department stores were reviving (or rather replacing) 
the mediaeval fairs. Just as in the Middle Ages the fairs 
handled exotic merchandise, so did the department store 
bring together merchandise from all parts of the world. 

From the point of view of the selling transaction itself, 
the innovation brought by department stores was the 
suppression of individual bargaining, by virtue of thek 
practice of selling at fixed and marked prices. There is no 
doubt that this practice', together with the policy which 
they followed to ensure in general that all their customers 
were treated alike, responded to the desires of the public 
and the needs of the time, and was a further element of 
customer attraction. 

The department store also soon revealed that, by the 
very extent of its assortment and of the number of lines it 
carried, it had a distinct advantage over the remainder of 
the retail trade. A current practice of retailers is, as is known, 
to offer some products at an especially low mark-up (so- 
called "loss leaders"), in order to obtain a reputation for 
cheapness which can be spread over the whole assortment 22 . 
By this means they attract customers and more than com- 
pensate for these mark-up sacrifices by obtaining larger 
sales on goods carrying a normal or even a larger than 
normal mark-up. This practice is found in all forms of 
retailing, but it is evident that the wider the total range of 
goods handled by any shop, the more widely can any one 
price be altered without serious loss, because of the greater 
possibilities of finding compensation in other articles. From 
this point of view department stores, on account of the 
multiplicity of their departments and of the size of thek 
assortment, found themselves at a distinct advantage over 
other retailers. 

28 H. Smith: "Retail Distribution", London 1937, p. 32. 
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In most countries the first department stores (or the 
former specialty shops, when they reached the stage of a 
department store) adopted the practice of selling only for 
cash, and this ensured them a corresponding saving of 
expenses or an additional price advantage in comparison 
with most of the remainder of the dry goods business, 
which used to grant credit to its customers. 

The rate of mark-down of the first department stores was 
probably also lower than that of their competitors, on 
account of their policy of timely mark-downs and their high 
rate of stockturn. 

The department stores undertook fairly early the 
organized disposal of their old stock, by means of store- 
wide or divisional sales events, which became a considerable 
element of sales promotion, while allowing them at the 
same time to maintain and reinforce their policy of rapid 
stockturn. As pointed out by d'Avenel, "One of the arts 
of the department stores has been to turn their losses to 
good account in a clever way, and to transform into a bait 
those articles which they have to get rid of at any price 23 ". 

One may say, moreover, that by paying to their execu- 
tives, especially their buyers, salaries which were well 
above the average remuneration of retail trade executives 
or small store owners, and by liberal allowances for such 
purposes as buying trips, the department stores secured 
for themselves people of superior ability in choosing stock 
as well as the newest products and latest styles. 

It has also been claimed that the department stores have 
had another advantage over their competitors operating 
smaller retail shops, inasmuch as a large firm can usually get 
credit from banks and financial circles more easily and at a 
cheaper rate than a small enterprise. However, a study of 
the history of the department stores reveals that this factor 
has not played a considerable role, as their development 
and growth has, in the great majority of cases, been financed 
by the reinvestment in the firms of the major part of the 

M G. cTAvenel: "Les grands magasins", Revue des Deux Mondes, 
151*1 July 1894, p. 349- 
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net profits made 24 . Contrary to what is the case in modern 
industry, the number of department store enterprises 
started by the resources of financial groups is very limited. 
It is only in the course of the 20th century, when the 
department store firms and concerns were already well 
established, that some of them have occasionally used 
outside capital (usually in the form of an issue of bonds) to 
reinforce their capacity of expansion. 

But besides long-term capital there are also short-term 
loans, and here one may agree that department stores have 
often used the credit more easily granted to large enter- 
prises for borrowing money on short-term notes and using 
the corresponding resources for a prompt payment of their 
suppliers. The operation has been profitable as they could 
borrow money at from five to seven per cent., while the 
price discounts which they obtained from the suppliers 
by paying cash often represented, reckoned on an annual 
basis, a return of from 10 to 20 per cent, on the capital 
thus borrowed. 

It is the release of these inner forces listed which explains 
the extraordinary success of the department store. This 
success, this vertical increase of sales, was in a way revolu- 
tionary, because, as a rule, the growth of a retail firm is of 
necessity slower than the growth of a successful factory. 
Whereas a factory can reach the whole market of the 
country or even of the world, a store is usually dependent 
for its expansion upon the growth of the community 
where it is located. A spectacular growth such as that of the 
department store was therefore possible only if it deflected 
a growing part of the community's purchasing power 
from the door of competitors to its own door a change of 
allegiance which, as is known, is more difficult to achieve 
for the retailer than for the manufacturer (where the price 
offered or the novelty of the articles overshadows customer 
loyalty or habit). The department store nevertheless 
succeeded; and it did so on account of two main superior- 

84 J. Wanamaker: "The Evolution of Mercantile Business", Annals 
of the American Academy of Political and Social Science, 1900, 
Supplement, p. 127. 



18 THE DEPARTMENT STORE 

ities : because it sold for less, and because it offered a greater 
convenience. 

All the characteristic features of the department store so 
far mentioned refer to the difference existing between the 
early department stores and their competitors of those days. 

It will also be of interest to consider some other character- 
istic features, those which refer to the difference existing 
between the original department stores and those of our 
own time. 

The first striking difference lies in the operating figures. 

According to the data given by Hower 26 and Zola 26 , the 
average operating figures of department stores during this 
first period of their existence (1860-1880) were about as 
follows : 

Gross margin . . . . 20 per cent. 

Expenses . . . . . . 15 per cent. 

Net profit 5 per cent. 

These rates of gross margin and expenses were appreciably 
lower than in the period 1920-1940 and made the depart- 
ment store a really efficient means of distribution one of 
the most economical which has ever existed. 

If one seeks the main reasons for these low rates of gross 
margin and of expense, one is inclined to explain them first 
of all, paradoxically enough, by the non-existence of 
strong competition. At a time when the old-fashioned 
independent retail trade was hopelessly outranked by this 
new form of distribution, and when the relatively few 
department stores in existence were expanding rapidly and 
without hurting each other, both their sales promotion 
expenses and their customer services expenses were very 
moderate because they were almost superfluous. 

The best sales promotion for department stores was the 
attractiveness of their lower prices, as well as the novelty 
of their new methods of distribution. Likewise the group- 
ing under one roof of many lines of merchandise represented 

M Report of a lecture by Ralph M. Hower, "Retailing", April 3, 
1939, p. 16. 

M Emile Zola: "Notes de travail sur les grands magasins", Collection 
des Oeuvres Completes, Tome 12, p. 474. 
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for the customers a great convenience which acted, by 
itself, as the best and cheapest form of customer service. 

Another general cause for a lower gross margin and 
expense percentage resides in the fact that in those days 
staple goods dominated the stock assortment of the retail 
trade, including the department stores, whilst fashion 
goods which cause a higher gross margin (on account of 
the mark-down risk and the higher selling and promotion 
expenses) were relatively much less numerous than in our 
day. 

One may say that the early department stores of those 
days sold almost exclusively merchandise, and merchandise 
which was mainly staple merchandise. They were in a way 
different, not only in degree, but in kind, from the present 
department store which sells a complex blend of merchan- 
dise, style and service, and thus requires a more elaborate 
and expensive distribution process. 

Furthermore, ready-to-wear and dry goods represented 
the bulk of their sales. We have since witnessed a great 
development of the home furnishing departments which 
necessitate, on the whole, a higher gross margin and a 
higher expense percentage. 

The variety of different articles comprising the assortment 
of each department was also much smaller, before the 
great development of the branded article or the launching 
of a great number of new production lines; and, as is well 
recognised, the cost of distribution has a tendency to rise 
with an increasing variety of articles in the assortment. 

The tax expenses were less because of the lower rates of 
taxation prevailing. The same applies to the expense items, 
repairs and depreciation, as a result of the lower standards 
of upkeep and the less rapid obsolescence of those days. 

As regards the salary expenses, they represented from 
seven to nine per cent, of the sales and were thus appreciably 
lower than in our time 27 . 

It is true that, according to American data, the yearly 
sales per sales assistant were substantially inferior to those 

27 Report of a lecture by Ralph M. Hower, "Retailing", April 3, 
1939, p. 16. 
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of our days. But this lower performance per sales assistant 
was partly offset by the fact that the selling staff represented 
over 70 per cent, of the total personnel (against about 50 
per cent, in our day), and also by the lower wages paid. 

Thus Hower, when comparing the operating figures of 
American department stores in 1870 and 1938, points out 
that whereas in 1870, at Macy's, the average yearly sales per 
employee represented $5,250 per year and the average 
salary paid about $5 a week, in 1938 the average salary per 
employee represented at least four times as much, while the 
average sales per employee reached less than twice the 
1870 figures 28 . 

This great increase of the average wage, much greater 
than the rise in prices or the increase in sales productivity 
per employee, would be sufficient to explain the sharp in- 
crease of the salary expenses, considered as a percentage 
of sales. 

The data just given refer, as already stated, to the Ameri- 
can stores. We lack the corresponding material (especially 
the figures of the sales per employee) that would enable us 
to check whether the same evolution characterizes Europe. 
The salary figures that we have for the great Parisian 
department stores for 1880 and 1890 would tend to show 
the contrary, namely that the salaries and wages paid by 
them were relatively higher than, for example, in 1938. 
This would lead us to seek in another direction the cause 
of the smaller salary percentage of those days 29 . 

As regards the rate of stockturn reached by department 
stores in that early period, the material which is at our 
disposal is discordant. Zola gives an average rate of stock- 
turn for the whole store of about four, d'Avenel of five to 
six, and Hower of eight. The figures of Zola and d'Avenel 
refer to the Parisian department stores in the period 1880- 
1890, while those of Hower refer to Macy's in 1888. Whilst 

M See Ralph M. Hower: "Urban Retailing 100 Years Ago", Bulletin 
of the Business Historical Society, December, 1938. 

89 See G. d'Avenel: "Les grands magasins", Revue des Deux 
Mondes, I5th July 1894, p. 361 ; and Emile Zola : "Notes de travail sur 
les grands magasins", Collection des Oeuvres Completes, Tome 12, 
pp. 469 and 471. 



BIRTH 21 

these figures are somewhat contradictory, they nevertheless 
seem to indicate that in those days the stockturn was higher 
than say 30 years later. This may, however, be explained 
by the composition of the trade, with its smaller relative 
share of low stockturn departments. It is evident that this 
higher stockturn contributed also to bringing about a 
reduction in the expense percentage of the store. 

Finally, one may recall the class of trade on which the 
first development of the department store was based. 
During this opening period the department store trade 
was relatively more concentrated on the middle class than 
in succeeding years 30 . The period which ends in 1880 is, in 
fact, anterior to the development in the countries of Central 
Europe of department stores which were mainly directed 
towards the most popular clientele. It also preceded the 
creation, mainly in the Anglo-Saxon countries and in 
Scandinavia, of some exclusive high level stores 31 . 

One may say that during its first decades and under its 
first form the department store was mainly based on a 
middle class clientele. As a matter of fact, the increase in 
importance and in wealth of the middle class during the 
igth century has been one of the factors contributing to the 
development of the department store. 

Organisation and control 

The department stores of that time were usually organized 
on a merchandise rather than on a functional basis. They 
had at their head one chief executive, or a group of a few 
chief executives. At the level immediately below this there 
were no functional executives, but a few divisional or group 
managers, each of whom had under his jurisdiction a 
number of selling departments. The directing committee of 
the firm, where it existed, was usually composed of the 
chief executives and of these divisional managers. The 
various non-selling functions or departments (accounting, 

80 See C. Colson: "Cours cTconomie pplitique", Paris 1903, IV, 
pp. 238 and 240. 

81 See on the Scandinavian department stores H. Raaschou: "Re- 
tailing a Scandinavian point of view", address at the Drapers' 
Chamber of Trade Summer School, Oxford, i6th July, 1951. 
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publicity, delivery, etc.) could have at their head corres- 
ponding managers, but the latter were on a lower level 
than the divisional or group managers. 

The methods of control concentrated mainly on the 
record of the sales by departments, the determination once 
a year (by means of stocktaking) of the gross margin of 
each selling department, and of records and statistics (by 
natural divisions) of the expenses of the whole store. 

It is, however, unfair to judge these methods against the 
background of our present techniques of organization; for 
the department store represented, from its very beginning, 
a typical application of the principles of modern organiza- 
tion. From the outset, it was imprinted with the Jtnark of 
efficiency. By its size, its greater degree of division of labour, 
its use of relatively unqualified labour welded by the 
resources of organization and of the principle of delegation 
of skill into operating teams, its preparation of events and 
its inventive spirit, the department store has appeared in 
the eyes of the public, from its inception, as one of the most 
tangible and striking demonstrations of the possibilities of 
organization. 

General considerations on the period 1860-1880 

When passing a summarized judgment on the depart- 
ment stores during the opening phase of their existence, 
one may say that the main reasons for their extraordinary 
success, for that rise without precedent, were that they 
ensured to the public, in comparison with the competition, 
lower prices and a greater service. But this greater service 
arose from their very characteristics (gathering of different 
merchandise lines under one roof) and from their business 
practices (free entrance, articles with fixed and marked 
prices), rather than from the operation of special service 
departments. These services were thus sources of customer 
attraction without being sources of increased expenses. 

It may be noted that some of these elements of attrac- 
tion were, so to speak, forced upon the department store by 
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its very characteristics. Thus, as noted by C. Wright Mills, 
the practice of bargaining was suited only to the small 
store or the store of limited size. "If the entrepreneur him- 
self does not sell, he has to have one price; he cannot trust 
clerks to bargain successfully" 82 . As to the principle of 
free entrance, it was also in a way imposed upon the 
department store by the gathering of several stores under 
one roof, which obliged a customer who intended to reach 
one department to pass through a number of others. 

The result of this superiority of department stores over 
other forms of retailing was a constant and marked yearly 
increase in volume which, coupled with relatively low 
expenses, brought great net profits. These great returns 
were the natural reward of *a more economical and more 
convenient instrument of distribution. 

The department store has thus appeared as one of the 
main instruments through which the forces of a new era 
have sought expression. 



82 C. Wright Mills: "White Collar The American Middle Classes", 
New York 1951, p. 178. 
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THE DEVELOPMENT OF THE DEPARTMENT 
STORE (1880-1914) 

'A department store is a smoothly synchronised piece of machinery 
geared for volume. 9 

'It diversifies the temptations to buy and at the same time it con- 
centrates the opportunity . . , If the vitality of an institution may 
be gauged by its architecture ', the department store was one of the 
most vital institutions of the era 1880-1914.' Lewis Mumford. 

Background 

A NUMBER of economic factors and technical develop- 
ments contributed to sustain, at an accelerated pace, 
the progress of the department store during the period 
1880-1914. 

The French historian Daniel Hal6vy has recently spoken 
of eras, of times marked by the acceleration of history. 
One may similarly say that the period under review was 
characterized by the acceleration of the techniques. 

The continuous and great increase in the population of 
the towns, especially the larger towns where the first 
department stores were located, was of course all-important. 

But the decisive factor was probably the development of 
public transport. We have already seen that the birth of the 
department store was made possible by the development 
of the first means of public transport represented by the 
horse-drawn buses and streetcars. 

Similarly, from 1880 to 1914, the great expansion of the 
department store was assisted, to a large extent, by the 
development of the electric streetcar. Thanks to its carry- 
ing capacity, relative speed and radius of action, the electric 
streetcar made really possible, in spite of the increase of 
the area and of the population of the towns, the great 
development of the central shopping sections. The depart- 
ment store profited more than any other form of distribu- 
tion from this development which enabled an increasing 
number of people to shop away from their immediate 
neighbourhoods. A similar asset was represented by the 
development of the suburban railway lines, putting the 

24 
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town centre in rapid and continuous communication with 
its outskirts. 

Towards the end of the period under consideration the 
development in the largest cities of underground railway 
and motor bus systems worked in the same direction as 
the electric streetcar network. 

This tremendous expansion of public transport is illus- 
trated by the following figures: In Paris the total number 
of passengers transported by public transport (streetcar, 
buses, underground railway) rose to 154 millions in 1885 
and exceeded 1,000 millions in igio 1 . 

Among the technical innovations which have given to 
the department store its now familiar aspect and without 
which it could not have taken its present shape, one may 
list the use of iron, of steel and later of reinforced concrete 
for the construction of department store buildings. These 
developments which allowed the easy construction of 
buildings with increased column spacings and with light- 
wells were particularly suited to the needs of the department 
store. They gave a more open view in the premises, called 
the attention of customers to the upper floors, and impressed 
the visitors with the feeling of the size and unity of this 
new form of distribution. 

The development of the lifts likewise came in good time 
to solve the problem of a more intensive utilization of the 
upper floors. The first lift was installed at Strawbridge and 
Clothier in Philadelphia in 1865; the first electric lifts came 
to Macy's and Wanamaker in the 8o's. 

Other technical improvements like the introduction of 
electric lighting at Macy's and Wanamaker in 1878, of the 
telephone at Jordan Marsh in 1876, of the pneumatic tube 
system at Marshall Field in 1893, and of the cash register 
which appeared in the 8o's, contributed similarly to make 
the operation of these great retail establishments more 
effective 2 . 

1 B. Nogaro and W. Oualid: "Involution du commerce, du credit 
et des transports depuis cent cinquante ans", Paris 1914, p. 373. 

2 W. Gabler: "Probleme der amerikanischen Warenhauser", 
Zurich 1934, p. 38. 
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Another technical development which has had its in- 
fluence on the department store came from glass manu- 
facturing technique. While the maximum size of the window 
glass plates which could be produced was, until the middle 
of the igth century, relatively small, the application of new 
processes for the production of window glass plates of 
greatly increased ske gave the department stores an oppor- 
tunity which they were the first to use, to make window 
display an important element of sales promotion. 

During this period, one also witnessed an intensive 
activity in the building and rebuilding of department stores 
and the development of a department store architecture 
which has played its role in the creation of modern archi- 
tecture in general. 

Competition 

The department store continued, thanks to its character- 
istics, to gain ground at the expense of the independent 
retail stores, whether of the specialty shop or neighbour- 
hood store type. It must, however, be noted that an 
increasing number of retailers had been obliged, under the 
influence of the department store, to adopt one of its main 
characteristics, namely, the suppression of bargaining and 
the offering of the merchandise at fixed and marked prices. 
Furthermore, the department stores had, by their very 
existence, exercised an educative influence on the most 
enterprising retailers, especially the owners of a number of 
specialty shops, who started to adopt some other features 
of department stores, such as their attractive window and 
interior display of the merchandise and their policy of 
more rapid stockturn. 

On the whole, these independent retailers did not yet 
represent a dangerous competition, and the department store 
continued to maintain its wide margin of leadership; but 
one could already foresee that the day* would come when a 
relatively large number of specialty shops would, while 
keeping their natural advantage of a more intimate contact 
between the owner and the clientele, and of a sales force of 
a higher leyel, themselves appropriate several of the tech- 
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niques and practices of the department store, and represent 
a more perceptible competition than in the past. 

Moreover, in countries like Belgium, Germany and 
Switzerland, where department stores catered on the whole 
for a popular clientele and adopted a policy of rapid stock- 
turn and relatively narrow assortment, the specialty shops 
got a chance to impose themselves as firms carrying a wider 
assortment than department stores. In France and in the 
United States, the hold of the department stores on the 
middle class was stronger and it was mainly the highest 
income level clientele, always relatively limited in number, 
which went to the exclusive specialty shops. The develop- 
ment along commercial lines, in the course of the last 
decades of the igth century, of the "grands couturiers" 
firms in Paris and in some other places also did some harm 
to the department stores, in the sense that a substantial part 
of the high income level clientele was making a number of 
purchases in the department stores, but was reserving its 
most important purchases of dresses and coats for these 
special firms. 

Another more important competitor was brought into 
being by a trend evoked by department stores themselves. 
By the development that the latter had given to the sales of 
ready-to-wear clothing they had contributed to shift the 
centre of gravity of the clothing business in general from 
piece goods to ready-to-wear. The growing habit of the 
feminine clientele of buying ready-to-wear clothing gave 
birth to a substantial number of ready-to-wear specialty 
shops which often revealed themselves in a better position 
to compete with department stores than the former piece 
goods stores. 

One must likewise note the creation of large, department- 
alized, specialty stores which were in fact department stores 
without a home furnishing division. 

But on the whole it is possible to assert that the depart- 
ment store during this period was still keeping its initial 
advantage over the specialty shop and the independent 
retailer in general, as these traditional forms of retailing 
were still too much dominated by old-fashioned methods 
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and conceptions, whilst the department store was still 
vibrant with the vital force which originated it. 

The free entrance principle and the whole atmosphere of 
department stores contributed to make more and more of 
them pre-eminently shopping stores. It is in this period 
that they secured so much of the shopping trade (the trade 
which involves a careful comparison of price, style and 
quality), that the smaller dry goods stores abandoned this 
trade in increasing numbers and confined themselves to a 
large extent to the selling of convenience goods (goods 
bought without shopping or comparison between several 
stores). 

The competition from other, new forms of distribution 
was negligible. The mail order business developed either, 
as in America, through the medium of firms which were 
mainly covering an agricultural clientele or, as in Great 
Britain and France, through the medium of the department 
stores themselves. The chain stores were still at the begin- 
ning of their existence, and they concentrated their activity 
almost exclusively on the food lines where the department 
store was not, or only very slightly, represented. As regards 
the unit price stores or variety chains, they existed only 
in the United States and confined their operation in those 
days to the sale of five and ten cent articles, i.e., articles 
which represented a very small proportion of the assort- 
ment of the department store and the sale of which was 
probably considered as a nuisance 8 . 

One may say that during this whole period the total 
volume of retail sales in the towns where department 
stores were located increased substantially and almost 
continuously, on account of such different factors as the 
increase of the population of the towns, the existence of a 
long period of relatively continuous prosperity, the rapid 

* As a matter of fact, even in America, the development of the chain 
store and of the unit price store took place later than is commonly 
imagined. In spite of the fact that the Great Atlantic and Pacific Tea 
Company established its first store in 1858, and Woolworth in 1879, 
the corresponding chains started to gain momentum only in the period 
1900-1915 and their great expansion took place in the period 1915-1930. 
See D. Bloomfield: ^Trends in Retail Distribution", New York 1931, 
pp. 223-224. 
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growth of factory production and of selling through retail- 
ing of a number of textile and other goods (ladies' ready-to- 
wear, underwear, millinery, laces, embroideries, etc.) 
formerly made in the home. 

This continuous increase of the total retail sales volume 
would have been sufficient in itself to ensure a continuous 
rise in the sales of department stores. But the sales of 
department stores expanded at an even higher speed, 
because the latter ensured themselves an increasing share 
of the total retail sales. In fact, the gauge of the strength 
and vitality of a form of distribution is not its ability to 
increase its sales volume in absolute figures, but its capacity 
to increase its sales at the cost of the share of other forms of 
retailing. 

This relative progress of the department store was due 
to the reinforcement of the position of the stores located in 
the central shopping section, thanks to the development of 
the means of public transport, as well as the extraordinary 
attraction exercised on the public by the department store, 
which was imposing itself as the most attractive and 
economical form of retailing. 

Indeed, the most important competition with which 
department stores had to cope in the latter part of that 
period was probably not represented by other forms of 
retailing, but was already found in the department store 
line itself. 

The purchasing power of the population at this time 
was lower, even in relation to the lower cost of living, than 
in our time, but most families had more available money 
at hand than in our days. This was due to the fact that it 
was a general habit to live within one's income. Further- 
more, many of these families had at their disposal the 
accumulated savings of former generations. 

Unused purchasing power was therefore present in the 
hands of the public. What was lacking was the habit of 
spending. And it was here that the department store with 
its methods, especially its technique of window and interior 
display, its concentration of the buying opportunities and 
its use of sales promotion, played a major rdle in inducing, 
one may almost say educating, the public to buy. The 
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great increase in the sales of department stores during this 
period is thus not only due to their encroaching on the 
turnover of other forms of distribution, but also to the 
fact that they induced in a great number of people the habit 
of spending more, and thus put into circulation, in the form 
of purchases, an appreciable proportion of the money which 
had previously been saved. 

It was due to the existence of this considerable reserve 
of unused purchasing power among the public that all the 
initiative that department stores applied to the increasing of 
their sales met such a ready response. 

Characteristic features of department stores during 
the period of their great expansion 

The history of the department store during the interval 
of time whicn stretches between 1880 and 1914 is proof of 
their capacity to rise to the level of their opportunities. 
This period corresponds to the great expansion of the 
department stores, the period in which this new form of 
retailing rose to its full stature, some of these enterprises 
assuming even the character of national institutions. This 
development without precedent has been the best proof 
of the useful role played by this new form of distribution. 
As noted by Mazur, "The department store would not have 
grown unless it was basically sound internally as well as 
in its relationship with other units of the economic chain" 4 . 

It was also during these years that the department store 
started to exercise a major influence on the whole field of 
retail distribution. While department store sales have always 
represented a relatively limited percentage of the total retail 
sales of the various countries, one may nevertheless say 
that this new form of distribution was making the pace and 
setting the tone for the rest of retailing. 

The main characteristic features of the department stores 
during this period were, on the whole, the same as those 
we have listed in a corresponding paragraph of the pre- 
ceding chapter and which have given to this form of dis- 
tribution its peculiar shape. 

4 P. Mazur: "Principles of Organization applied to Modern Re- 
tailing", New York 1927, p. 2. 
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But beside those main characteristics of the department 
store which remained unchanged during the period under 
consideration, we can trace other forces, some of which 
were already at work in the former period, but all of which 
have really consolidated themselves only after 1880. 

In the course of this rise to maturity the department store 
continued to expand into new lines of merchandise by the 
creation of new selling departments. Here again the de- 
partment store showed its great vitality by its extraordinary 
power of expansion. It incorporated gradually the products 
of the most various fields of human activity. However, 
department store experience soon showed that if it could 
become a universal provider it could not come to mean all 
things to all men. Department store men became convinced, 
after having harboured some illusions, that even the greatest 
department store is obliged to select a given income group 
(high, medium or popular) for its clientele and to adapt 
its assortment and its operation to the needs of that income 
group. 

The dynamic vigour of the department store, disrupting 
the former structure of retailing, produced an innovation 
which deserves to be recalled here. When the department 
store started to penetrate into new lines of merchandise, it 
usually adopted them as they were established in the retail 
trade. That is to say it had a silk department, a chinaware 
department, etc., corresponding to a great extent, by the 
composition of their assortment, to the specialty shops 
existing in those lines, with a grouping of the merchandise 
according to its origin. 

In the period under consideration, however, the depart- 
ment stores, using the opportunities afforded by the 
multiplicity of the lines of merchandise that they carried, 
started (somewhat timidly, it is true) a few innovations by 
the development of some selling departments of a new type, 
i.e., which had no counterpart in the retail trade, and where 
the merchandise was grouped on the basis of related needs, 
selling those articles that the customers use or buy in 
association (for example the men's underwear and acces- 
sories department). As is known, this innovation has been 
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followed by the remainder of the trade and has given birth 
to specialty shops of the corresponding types. 

It is also during this period that the display technique 
of department stores, both in windows and in the interior 
of the store, made great progress. The department store 
became more and more an institution, a centre of attraction, 
and one may also say a kind of permanent exhibition. 

Some department stores developed also a considerable 
mail order business, for example those of London and 
Paris which made up to 25 per cent, of their sales through 
this means. 

Finally a number of department stores started to open 
and operate their own production and manufacturing units, 
with the main purpose of reducing the purchase prices of 
the articles, but in some cases also to obtain exclusive 
merchandise or to satisfy the demand of their customers for 
articles not found on the market. 

But besides the features which we have just listed, the 
period from 1880 to 1914 was characterized by a number of 
others, of a greater importance, because they have had a 
stronger effect on the evolution of the operating figures of 
department stores. 

Among these we must first point out the use on an 
increasing scale of sales promotion represented by advertis- 
ing (in newspapers and by catalogues). These activities 
were already present on a small scale from the very birth 
of the department store, but they reached a size where they 
began to appear in the expenses of the stores only from 
this time on. The Parisian department store had used 
advertising very early in its career, and the first full page 
advertising insertion of a department store appeared as 
early as 1867; but it was mainly Wanamaker who, thanks 
to two imaginative and resourceful advertising managers, 
Powers and Gillan, gave a decisive impetus to the use of 
advertising in the form of newspaper insertions, by the 
department stores 6 . D'Avend quotes the publicity expenses 

5 W. Gabler: "Probleme dcr amerikanischen Warenh&iser", 
Zurich 1934, pp. 4041. 
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of the Parisian department stores as having already reached 
two per cent, of sales by 1893*. 

If one tries to seek the reason for this development of 
the publicity budget, one is inclined to attribute it partly 
to increased competition, more especially to competition 
between department store and department store. 

But this growing use of advertising was probably mainly 
due to certain characteristics of the department store as a 
torm of distribution. It appeared very soon that the con- 
solidation of so many merchandise lines in the same store 
allowed an economy in the use of advertising or an 
increase of its effects, which placed the department store at 
a distinct advantage over other retailers in the use of 
advertising and sales promotion in general. One must also 
consider that (as earlier noted) this was still a time where 
there was an appreciable amount of unused purchasing 
power in the hands of the public a situation in which the 
response to publicity is relatively very great. 

Furthermore, the larger use of advertising by department 
stores has also been a consequence of the lower level of 
skill in their personnel, when compared with the better 
selling personnel of the specialty shops. As noted by 
Nystrom: "The department store uses its advertising to 
secure customers. In a measure it substitutes skilled 
advertising for skilled salesmanship" 7 . 

Another item of expense not included in the publicity 
budget, but which was nevertheless a sales promotion 
expense, and which increased continuously during this 
period, was the one represented by the service departments 
and customer services. 

The development of these service departments and cus- 
tomer services was due mainly to the competition which 
developed between department stores themselves. It con- 
tributed strongly towards the attraction exercised by the 
department store as a form of distribution, and reinforced 
the department store's hold on the public at the cost, 

6 G. d'Avenel: "Les grands magaslns", Revue des Deux Mondes, 
I5th July 1894, p. 365. 

7 P. Nystrom: "Economics of Retailing", New York 1932, p. 165. 
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however, of an increase in its gross margin and expense 
ratio. 

Other new features of the department stores were 
represented by their further penetration into the fields of 
home furnishings and a number of other lines; and this 
likewise probably helped to increase their gross margin 
and expense ratio. 

The growing proportion of merchandise dominated or 
affected by the fashion factor, as well as the ever-increasing 
variety of articles entering into the composition of the 
assortment of the various departments, have also their 
responsibility in the increase of the gross margin and of 
the percentage of expenses. The development of the ready- 
to-wear business at the expense of the piece goods sales 
is another factor making for increased expenses. 

Yet another reason for the increase in the gross margin 
and expenses resided in the fact that the department store, 
while remaining a retail firm, has tended, by its buying and 
merchandising methods, and thanks to its purchasing 
capacity, to short-circuit the wholesaler, the commission 
house, the jobber, and the importer, and to establish a direct 
connection with the manufacturer or the great wholesale 
distributor. It is, for example, well-known that department 
stores are less inclined than other types of retailer to wait 
for the salesmen to come to them with their offers. Most 
department store buyers go direct to the manufacturers. 
But this point is only a secondary illustration of the fact 
that the department store, by its methods of work and the 
extent of its field of operation is substituting itself for the 
usual wholesaler. The department store does not represent 
an exclusively retailing enterprise, but to a certain extent 
an integration of retailing with wholesaling, and in some 
cases even with manufacturing. It performs operations 
such as storing, financing and assembling, normally per- 
formed by the wholesaler in the ordinary process of dis- 
tribution. This evolution has brought to the department 
store the advantage of lower purchase prices. On the 
other hand, the department store was obliged to replace 
the former wholesaler and to perform some of his functions, 
with a corresponding increase of expenses. As stated by 
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Professor McNair, "The department store has partly 
absorbed the wholesale function; its gross margin reflects 
this. The increase of the cost of doing business of the 
department stores can be partly attributed to the cost of 
functions transferred to them from other sections of the 
distribution system" 8 . 

The growing size of the department stores, the increase 
in their administrative apparatus, the growing refinement 
of their internal structure have probably also made their 
contribution to this trend of rising expenses. One must, 
however, consider that this growing size of the department 
store gave them an increasing opportunity of fulfilling one 
of their main missions, that of applying the principles of 
large-scale production to the problems of retail distribu- 
tion. We are furthermore of the opinion that, if the ex- 
penses represented by the service departments and especially 
the customer services (expenses which are drowned in the 
various functional divisions) were carefully segregated, one 
would find that the increase of the real administrative 
expenses of department stores (expressed as a percentage of 
sales) in the course of their history, or concurrently with 
their increase in size, is much smaller than is commonly 
imagined. 

This is not without its importance. When the department 
store began to expand it was commonly thought, on the 
basis of industrial experience, that the increase in size of 
the department store was going to be accompanied by a 
decrease in its expense percentage and in its cost of dis- 
tribution. The evolution which actually took place between 
1880 and 1914, a period during which department stores 
enormously increased their sales, but also saw an increase 
in their rate of mark-up and gross margin, led many 
observers to the conclusion that department stores, unlike 
industrial firms, saw their costs of distribution increase 
with their size, probably on account of ever-increasing 
administrative expenses. But this conclusion is not sup- 
ported by actual evidence. The statistics at our disposal 
seem to show that the purely administrative expenses of 

8 M. P. NcNair: "Trends in large-scale retailing". Harvard Business 
Review, October 1931. 
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department stores (expressed of course as a percentage of 
sales) have a tendency to decrease with an increase of the 
size of the store, and that it is other expenses, mainly the 
occupancy, the advertising and the delivery expenses, 
which show an increase with a growth in size of the depart- 
ment store. 

All the factors reviewed tended to increase the expense 
percentage of department stores. Their effect was, however, 
partly counter-balanced by two positive factors: (i) the 
continuous and great increase in turnover; and (2) the in- 
creasing strength of the department store in relation to 
the suppliers (wholesalers and manufacturers) who granted 
them special purchase terms (lower prices), either because 
of the scale of their purchases or of the standing and reputa- 
tion which made department stores desirable channels of 
distribution likely to enhance the prestige of the products 
handled. 

It is the combined action of these factors which has 
resulted in an evolution which is expressed by the following 
figures : 

While in 1880 the average gross margin of department 
stores was in the neighbourhood of 20 per cent., in 1914 
the average gross margin had reached the neighbourhood 
of 30 per cent. As regards the expense percentage it passed 
during the same period from about 15 per cent, to 25 per 
cent. 

We have no reliable figures on the evolution of the rate 
of stockturn during these years, but are inclined to believe 
that this figure showed a downward trend during that 
period. 

Appearance of department store chains 

At first, department stores were established and operated 
only in large towns, i.e., towns with a population of at 
least 100,000 inhabitants. During the first decade of the 
2Oth century department stores started to appear in smaller 
towns. The prestige gained by this form of business, a 
certain local vanity, the spirit of emulation, all played their 
part in the foundation of these firms. 
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It soon appeared, however, that the independent depart- 
ment store located in a small town had a number of dis- 
advantages compared with the department stores located in 
a large town. We have already stated that it was the high 
and exaggerated rentals of the central shopping district 
sites of the large towns which contributed to the creation 
of the department store, i.e., a store using for selling not 
only the street floor, but also the cheap upper floors. In 
the large towns, on account of the high rentals, the depart- 
ment store had thus a distinct advantage over the other 
stores. In the smaller towns, where the rentals of the best 
locations do not reach such an extreme level as in large 
towns, the relative advantage of the department store form 
of business, as regards occupancy expenses, was less 
pronounced. 

Another, more serious handicap of the small department 
store resided in the fact that the great advantage of the 
department store, viz.: the more favourable purchase 
terms its large orders could command, could not be ob- 
tained by stores located in the small towns. 

Some of these department stores tried to increase their 
sales volumes by broadening the width of their assortment, 
i.e., by carrying goods which answered the needs of high, 
medium and low income class clienteles. But this policy 
soon revealed itself as a serious handicap by the increased 
complexity of the stock which had to be carried 9 . 

It thus became evident that there existed a downward 
limit to effective department store operation, and that this 
downward limit is set by the smallest scale upon which the 
store can purchase economically. 

The consequence of such experience was that small 
department stores operating in smaller towns tended more 
and more to take the form of branches of large department 
stores or units of department store concerns, operated in 
different towns, but under a common management, and in 
some cases with a common buying organization. 

This development of chains of department stores was, 
however, not confined to small-scale branches of a great 

* H. Smith: "Retail Distribution", London 1937, p. 50. 
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department store, but included also the establishment of 
chains grouping only (or mainly) large-size department 
stores. 

Organisation and control 

The organization structure of department stores in 
Europe during this period remained, on the whole, dom- 
inated by the merchandise rather than by the functional 
principle; but one witnessed a reinforcement of the relative 
position of some functional executives, bringing them in 
some stores to the level of the group managers. 

In America, the position of some of these specialized 
functional managers (the controller, the advertising manager 
and the store manager) became relatively stronger, and they 
gradually found themselves on a level which was exceeded 
only by that of the general manager and of the merchandise 
manager. 

Furthermore, the period 1910-1920 was characterized in 
America by the development of the personnel function and 
the creation of training departments in various stores. 

In the field of the methods of control the main instru- 
ments remained on the whole the same as previously, i.e., 
the control of the operation of the department store was 
based mainly on the possession of the following figures : 
the sales per department, the gross margin per department 
available at the end of the year after stocktaking, and the 
records and statistics, according to natural divisions, of 
the total expenses of the store. Here and there some items 
of expenses representing functional divisions (especially 
those referring to non-selling departments) began to appear, 
but without an attempt to separate them clearly from the 
natural divisions of expenses. 

One may say that on the whole department stores con- 
tinued to be organized and operated along the same lines 
as in the preceding period. The difference was one of 
emphasis rather than of method. Moreover, during this 
time of growth the problems of expansion overshadowed 
those of organization. Those who lived in the atmosphere 
of this stupendous advantage, especially towards its end, 
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came to take it for granted, with a corresponding con- 
temptuous disregard for research. 

Thus at the end of this period we had the department 
store, we had to a certain degree even organization, but 
we had not yet research in the sense of specialized and 
organized knowledge. 

General considerations on this period 

As we have seen, the cost of distribution of the depart- 
ment store increased markedly during the period under 
consideration, which goes from 1880 to 1914. 

At the end of this period of unexampled expansion, i.e., 
around 1914, department stores were still at an advantage, 
as regards selling prices, compared with the other forms of 
distribution, but this price* advantage was not as great as 
in former days. Furthermore, it was no longer the result, 
as before, of an expense percentage appreciably lower than 
that of the other retailers, but rather the consequence of 
the more favourable purchase terms secured from the 
suppliers, thanks to the great sales volumes reached in 
several departments ; often also by the mere force of prestige. 

We have stated in the preceding chapter that during the 
period of their birth (1860-1880) the continuous and 
extraordinary increase of the sales of the department stores, 
their winning of customers from the other forms of distri- 
bution, were due to two underlying causes: they sold for 
far less than the other forms of distribution, and they 
rendered greater service to the customer. 

During the following period of 1880-1914, the continued 
development of the sales of the department stores was due 
to the same causes, to which one may also now add a third: 
sales promotion. 

Department stores were on the whole still cheaper than 
their competitors, but the price difference was probably not 
as great as before (on account of the growing expense of 
department stores and also of the tendency of the com- 
petitors to imitate their pricing policies). On the other 
hand, the advantage of the department stores as regards 
greater service rendered had become even more marked 
than previously. The old advantage of greater convenience 
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to the customers by the grouping of many lines under the 
same roof was retained, while the development of a great 
number of service departments and customer services had 
increased the conveniences extended to the customers. 

Finally sales promotion under the form of advertising has 
appeared as an important tool of sales building. It was 
very soon found that department stores, through their size 
and their characteristics, were in a position to use advertis- 
ing more economically and more effectively than any other 
form of retailing. This increase of advertising probably 
shares with the development of the customer services the 
main responsibility for the increase of the expense percent- 
age of department stores during this period. 

But it is thanks to these efforts that the department stores 
were able to maintain their continuous and marked yearly 
sales increases. As the expenses represented by the services 
to customers and the sales promotion had not yet reached 
extreme levels, and as the response from a market which was 
not yet saturated was on the whole more ready than in 
later periods, one may assume that these efforts were 
profitable and that their results still exceeded their costs. 

The phenomenal expansion of the department store 
during this period was the best proof of the fact that it 
corresponded to a powerful economic need. It has achieved 
a very important place in the economic process. As noted 
by Nystrom, it has become as much a part of modern 
civilization as rapid transport, the use of electricity or 
advertising and (one may add) the daily newspaper 10 , all 
of which were also in themselves essentials to department 
store development 11 . 

We have already stated that in the eyes of the public the 
department store, whatever its shortcomings when judged 

10 In fact, the development of the large daily newspaper has taken 
place concurrently with the expansion of the department store, and 
one may say that either of these modern economic and social instru- 
ments would not have reached its present stature without the existence 
of the other. The total circulation of the Parisian daily newspapers 
increased from 100,000 in 1834 to 1,500,000 in 1877, and exceeded 
4,000,000 in 1914. 

11 P. Nystrom: "Economics of Retailing", New York 1932, pp. 
155-156. 
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against the background of modern management principles, 
represented one of the most striking examples of application 
of the science of organization. 

Likewise economists greeted the department store as 
the embodiment of the great forces which dominate modern 
business. "The department store is the most marvellous 
illustration of the great directing principles of modern 
economic life. Specialization, concentration and integration 
are all united there, without these apparently contradictory 
tendencies excluding each other in any way" 12 . 

The era which stretches from 1880 to 1914 will remain 
the greatest period in the history of the department store. 
One can say that during a period of nearly 40 years the 
department store really sailed on the top of the wave, 
maintaining undisputed sway over the field of distribution. 
At the same time, its example initiated forces and created 
conditions which have given a new shape to the whole 
retail trade. The department store has, in fact, stamped its 
mould on distribution and has become the standard of 
measurement by which all other forms of retailing, old and 
new, have surveyed their methods of operation. 

The department stores during the first r^orld war 

We have devoted this chapter to the period extending 
from 1880 to 1914 because it was a convenient interval of 
time to use, without any marked breaking-point between 
these two dates. But it is plain that this period really extends 
to 1920 and thus includes the great convulsion of the 
first world war. 

These years of war have been characterized, as have all 
similar periods, by the existence of pronounced seller's 
markets brought about by the great increase of the money 
in circulation, the continuous rise in prices and a certain 
scarcity in goods. 

The consequence of this situation has been for the 
business world in general, including the retail trade and 
department stores, a great increase of sales and net profits. 
The great profits of this period were caused not only by 

18 B. Nogaro et W. Oualid: "Involution du commerce, du credit 
et des transports depuis cent cinquante ans", Paris 1914, p. 308. 
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the ever-increasing sales, but also by the rise in the prices 
of merchandise which allowed department stores (as all 
business) to make, beside the profit resulting from the 
usual operation of their firms, substantial profits deriving 
from the increase in the value of their inventory. As price 
control stipulations were at that time much less developed 
than in the second world war, and the incidence of taxation 
was still relatively small, the net profits of all lines of busi- 
ness, including department stores, were very great. 

As, however, the first world war represented an absolutely 
new experience, and as both the sales increase and the rise 
in prices continued after the war, at least during the whole of 
1919 and part of 1920, business circles failed to appreciate 
the exceptional character of the circumstances and continued 
to build up stocks as if this extraordinary situation could 
continue for ever. Inflated by their sweeping but easy 
successes they ignored the real mission of their profession, 
which is service and not speculation. When in 1920-21 the 
inevitable reaction came in a relatively short but violent 
world crisis of price deflation, with a steep drop in values, 
most business enterprises, including department stores, 
were caught off their guard, with exaggerated stocks. The 
great loss which they had to cover on the sudden reduction 
of the value of their stock wiped out in most cases a sub- 
stantial part (if not the whole) of the financial reserves they 
had built up during the exceptionally favourable years 
between 1915 and 1919, and even brought some firms to 
the edge of ruin. 
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THE EVOLUTION OF THE DEPARTMENT 

STORE DURING THE PERIOD 1920-1940 
Background 

THE major technical development of the period 1920- 
1940, between the first and the second world wars, 
was the great expansion of motor transportation. 

As a means of public transport, in the form of motor 
buses, it extended the mobility of the population within 
large cities and increased the importance of smaller cities 
as retail centres by allowing the country population to visit 
them more easily. 

As regards privately owned automobiles, the multiplica- 
tion of their number has not exercised any marked effect 
on the shopping habits of the town population (if one 
excepts some American developments, especially found in 
California, which refer to special conditions). On the con- 
trary, the growing traffic congestion in the central area of 
large towns, resulting from the great increase in the number 
of automobiles in circulation, has had on the whole a 
detrimental effect on the growth of the central shopping 
district of the largest cities. The department stores of these 
largest towns have been affected by this situation, but per- 
haps less than the specialty stores, since these traffic diffi- 
culties have, within the central shopping section, stressed 
the convenience of a firm where the shopper can complete 
his different purchases without leaving the store. 

The smaller growth of the total population of the large 
cities during this period, and the shifting of part of the 
population from the central area to the suburbs, have also 
contributed towards slower sales increases for the retail trade 
in general, and especially the centrally located retail trade. 

On the other hand, an auxiliary factor, the development 
of the escalator, has represented for the department store 
a distinct asset. We have already stressed that one of the 
characteristic features and economic factors of the depart- 
ment store was always that extension of the selling area 
to the cheaper upper floors which gives to the department 
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store an advantage as regards rental expenses in relation to 
its competitors, especially the specialty stores located in 
the central shopping area. But the attraction of customers 
to these upper floors has always represented a most difficult 
problem. In former days the existence of a lightwell and 
of open staircases helped in tempting customers to visit 
the upper floors of a department store. But this element of 
traffic attraction has had a tendency to disappear on account 
of the growing suppression of the lightwell and the replace- 
ment of open staircases, i.e., staircases in free connection 
with the selling areas, by stairways enclosed in fire-resisting 
walls. As even the multiplication of the number of lifts 
has revealed itself incapable of remedying the effect of this 
transformation, one may say that the development of the 
escalator represented a welcome addition, apt to reinforce 
that use of the upper floors which is one characteristic and 
economic advantage of department stores. 

The great development of the moving picture as a form 
of entertainment must also be recorded as another auxiliary 
factor influencing this period. One may say that this in- 
fluence has, on the whole, been not unfavourable to depart- 
ment stores. It is known that one of the missions and aims 
of department stores has been to stimulate the buying 
desire of the public and to create and direct buying habits 
by means of their advertising, their displays and events; and 
in this process the moving picture has revealed itself as a 
useful and inexpensive auxiliary, in inducing people to 
visualize new styles in home decoration and equipment, 
clothing, personal appearance, etc. 

As regards the general economic conditions prevailing, 
the years from 1920 to 1940 may be divided into three 
stages. In the first, from 1920 (or rather 1922) to 1930, 
thanks to the expansion of money circulation which took 
place during the first world war, to the work of reconstruc- 
tion and re-equipment which was necessary (especially in 
the building trade) and to the credits allowed by the Anglo- 
Saxon countries, the different countries enjoyed a period 
of relative prosperity, during which the effect of the ill- 
balanced economic structure left by the first world war 
could be hidden for a while. This defective economic 
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structure was itself the result of a number of factors, such 
as the over-expansion of many industries, the industrializa- 
tion of overseas countries, a general and excessive economic 
nationalism, prohibitive customs duties, and increased 
rationalization favouring the accumulation of capital and 
the expansion of the production facilities, rather than an 
increase in the purchasing power of the population. 

A time had, however, to come when the consequences of 
this ill-balanced economic structure and system were to 
be felt. They produced from 1930 to 1934 a violent and 
long depression, perhaps unique in its magnitude and 
length. Retailing, like most other branches of human 
activity, was shaken by the storm of an unprecedented 
crisis . In the United States and Germany (which were, 
it is true, the countries most violently hit by this depression) 
the fall in retail sales between 1929 and 1933 was respectively 
49 per cent, and 41 per cent. 

During the third period, from 1935 to 1939, the world 
enjoyed a relative recovery; but this was due to artificial 
measures such as large-scale public expenditure and the 
armaments race, rather than to a real cure by the sup- 
pression of the factors which were the cause of the evil. 

Finally, a few words have to be said on a general experi- 
ence of these last decades. The reduced cost of production 
achieved by technical development, rationalization, mass 
production, etc., had no counterpart in distribution, but 
on the contrary was accompanied by an increase in the cost 
of distribution cancelling out much of the advantage of 
mass production. This phenomenon is due partly to the 
fact that in industry output per man has been steadily 
increased by means of technical progress and mechanical 
equipment, whilst in distribution the output per man, or 
average sales figure per sales person, has remained much 
more constant, in a field where technical developments 
play a secondary role. 

Another cause of this paradoxical relationship between 
low-cost production and high-cost distribution lies in the 
fact that in the period between the two world wars the 
purchasing power of the population did not increase in 

E. Steen: Address to Oslo Commercial Assoc., Nov., 1934. 
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proportion to the growing output of an industry geared 
for mass production. Left to itself the market would have 
absorbed only a portion of the great mass of goods supplied 
by industry. In order to increase the capacity of absorption 
of the markets, what may be called artificial methods of 
stimulation, such as increased advertising, high pressure 
sales promotion and greater service to customers, have been 
adopted. These have been able to increase consumption, 
but only at the expense of a higher cost of distribution; and 
this increase in the cost of distribution has offset much of the 
price economies of modern mass production. 

This situation is not peculiar to department stores, as it 
is a general trend which has affected the whole retail trade, 
not to say the whole economic system of various countries; 
but it was perhaps nowhere more clearly reflected than in 
the operating figures of department stores. 

Competition 

From the point of view of competition one may estimate 
that the period 1920-1940 marks the beginning of a new 
era in which in many countries the department stores, 
considered as a whole, no longer increase their relative 
share in the total retail sales of the towns in which they 
operate, but just hold their own or even witness a decline 
in their relative part in the total volume of retail sales. 

This situation is due partly to the reinforcement of some 
forms of distribution and to the development of new ones, 
partly to other factors. 

Among the older forms of distribution one may note 
that an increasing number of specialty shops, influenced 
by the stimulating example set by department stores, have 
adopted some of the latter's most successful features, 
especially as regards methods of merchandising, sales pro- 
motion and display. We have even witnessed some bold 
innovations on their part (as for example the Champs 
Elys6es dress shops in Paris, or the "Guinea" dress shops 
in Great Britain, selling at unit prices). Thus a form of 
retailing which had been for years a pupil of department 
stores showed an inclination to start experimenting and 
thinking for itself, upon its own lines. As regards the 
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services extended to customers, specialty stores, without 
going as far as department stores, and thus avoiding some 
of their exaggerations, have extended the services offered 
to their customers. 

In the meantime, the relative advantages that the specialty 
stores have always had over department stores have 
remained. The main advantages here are, as is known, the 
more direct contact of the owner or manager with the 
personnel and the clientele, the higher quality of the sales 
force, a clientele more restricted from the point of view of 
income class differences than that of the department store 
and whose needs are therefore easier to meet, even though 
these customers may be on the whole individually more 
exacting. The growth in number, in size, and in competitive 
strength of specialty stores, especially in the men's clothing 
and accessories and women's ready-to-wear lines, is one of 
the characteristics of these decades. 

The increased competition from the specialty shops 
which we have just outlined was largely the result of an 
imitative development. Another important factor which 
has served to reinforce the position of the independent 
retailer in general is the growth of nationally advertised 
brands and of the practice of price maintenance (i.e., 
uniform resale prices dictated by the manufacturer). 

Besides this reinforcement of the specialty shop or of the 
individual retailer in general as a result of the teachings 
of the department store, and of the growth of national 
brands, another source of competition has appeared in new 
forms of distribution, mainly represented by the specialty 
chain and the unit price store or variety chain. 

While until the first world war chain stores were mainly 
developed in the food (especially grocery) line and, in the 
United States, in the drug store line, during the period 
under consideration the chain stores selling clothing and 
home furnishing lines have achieved, especially in Great 
Britain and the United States, substantial expansion, and 
have started to represent an appreciable percentage of the 
total sales of these fields, mainly in the lines of shoes, men's 
clothing and accessories, ladies' ready-to-wear, dress acces- 
sories, underwear, hosiery, millinery and hardware. Some 
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of these chains are operated by manufacturers as outlets 
for their products, others are purely commercial firms. 

All these fields are in direct competition with the most 
important stock lines of department stores. The growth 
of the ladies' ready-to-wear chains has represented a special 
menace, so much the more in that, whilst wearing apparel 
chains previously dealt nearly exclusively in staples, they 
have started to handle, not without success, fashion goods, 
i.e., a type of merchandise which was formerly believed to 
be too difficult for chain operation. 

On the European Continent these specialty chains have 
not yet arrived at the proportion attained in Great Britain 
and America; but they are nevertheless rapidly gathering 
momentum, and have already reached real development in 
a few merchandise lines as, for example, the ladies' 
underwear and hosiery chains in several European countries, 
the shoe chains in France, Germany and Switzerland, the 
men's clothing chains in France, the Low Countries and 
Switzerland. Their success has been great, and they 
represent a warning for the future, provided that legislative 
restrictions do not hinder their development. 

As is known, the strength of these specialty chains 
resides mainly in their great buying capacity, their technique 
of selecting the items carried, the greater merchandise 
specialization of the management, their very modern 
methods of merchandising, their selling technique, and 
their relatively moderate expense (partly due to a reduced 
service to customers). 

It may be pointed out that especially as regards the utiliza- 
tion of modern methods of merchandising as, for example 
the rational planning of the assortment, the control of the 
stock, the adoption of the principle of price-lining, the 
speeding up of the stockturn, etc. the chain stores have 
often shown themselves more advanced than department 
stores. 

Moreover, while department stores are or are expected 
to be "assortment" stores, the chains have followed the 
practice of picking up and concentrating on the most suitable 
articles from the point of view of sales volume, rate of 
stockturn, rate of mark-up, etc., letting the demand for 
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other, for example, slow stockturn articles, go to the other 
forms of retailing. 

The development of the unit price store (variety chain) 
has likewise represented serious competition for the de- 
partment store. In America they were already established 
before the first world war, but have expanded at an extra- 
ordinary rate during the period 1920-1940. During the 
same years they have made their appearance and rapidly 
developed in Europe. 

While the existence of unit price stores translated itself 
obligatorily into competition for department stores, one 
may say that, as long as these unit price stores confined 
themselves, as originally, to carrying only threepenny and 
sixpenny (or five and ten-cent) articles, they were not a 
serious menace to the department store, since the latter is 
organized to handle transactions with a higher average 
amount. However, the tendency of the unit price stores to 
extend their assortment to higher unit prices, in some 
chains up to five shillings (one American dollar) and over, 
renders their competition much more serious. This new 
technique, with its remarkable efficiency, has not only 
increased in the number of its selling outlets, but has started 
to embrace a greater variety of those articles which were 
formerly mostly purchased in department stores. Finally, 
the development of an enterprise like Marks and Spencer 
Ltd. in Great Britain has given rise to an entirely new form 
of business located halfway between the unit price store 
and the department store and which, penetrating deeply 
into the assortment of department stores, makes inroads 
upon their trade. 

The strength of the unit price store derives partly from 
the advantages of the chain stores which we have already 
listed, amongst which the most important is probably 
that arising from large-scale purchasing. 

But besides these characteristics, which are common to 
all chain stores, the success of the unit price store is due 
to other factors, amongst which one must especially note 
the selection of the assortment, made so as to carry only 
articles which have a high rate of stockturn and which 
necessitate only a minimum of sales talk and of selling 
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service, and the presentation of all the merchandise in the 
form of open, classified display. The combination of these 
last two factors has brought a revolutionary simplification 
of the selling function. The sales talk and the selling work 
are either eliminated or strongly reduced, while in the 
department store, in spite of all the division of labour, 
which centres mainly on non-selling activities, the selling 
work takes place in about the same traditional manner as 
in the specialty shop or the ordinary retail shop. Another 
vital element in the success of the unit price store has been 
stressed by Tornqvist. It resides in the rudimentary 
methods used by the retail trade, including the department 
stores, in the determination of the mark-up and prices. As 
pointed out by that authority on problems of distribution, 
one of the causes of the development of the unit price store 
is the fact that the retail trade, in the determination of its 
selling prices, is following traditional and irrational methods 
and does not take into consideration basic factors like the 
difference in rate of stockturn, and the difference in actual 
selling service time, which characterize different lines of 
merchandise 1 . 

In a country like the United States the development of 
these new forms of retailing represented by the unit price 
store and the chain store has been extraordinary. It was not 
until the beginning of the period under consideration that 
these new forces began to tell, but when their effect came, 
it came in full strength. "Fifteen years ago," wrote Filene 
in 1937, "the department store was considered as a great 
achievement and the latest and most up-to-date form of 
retailing. Within a short decade, however, its development 
has been overshadowed by the tremendous growth of the 
chain store organizations which have swept the country" 2 . 

One must further mention, after having reviewed the 
competition of these new forms of distribution, that those 
department stores which had a relatively important mail 
order business have been affected, during this same period, 

1 G. T6rnqvist: "Detaljhandelns Stordriftsformer", Stockholm 1936, 
pp. 23-24. 

8 E. Filene: "Next Steps Forward in Retailing", New York 1937, 
pp. 1-2. 
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by the decline of the mail order form of retailing. This 
decline has been due to several causes, among which the 
following may be mentioned: the greater mobility of the 
rural clientele, who formed the backbone of the mail order 
business, on account of the development of motor trans- 
portation by private car and bus, allowing it more 
easily to visit the neighbouring towns and buy in stores; 
the relative increase of the share of fashion goods in 
retailing, which are less suitable to the mail order business 
than are staple goods; and the greater mobility of the market 
as regards changes in price, style, etc., which causes the 
catalogue (the main sales promotion medium of mail order 
business) rapidly to become out-of-date. One may think, 
on the other hand, that part of these lost mail order sales 
have returned to department stores in the form of more 
frequent visits to towns of the rural clientele taking ad- 
vantage of motor transportation, visits which have, how- 
ever, been orientated towards the department stores in the 
smaller towns, rather than towards the department stores 
of the largest towns. 

When recording this decline of the mail order business 
one must mention an exception, represented by the London 
department stores, which continue to do a relatively con- 
siderable percentage of their sales by mail order. 

All the developments, on the whole detrimental to 
department stores, which we have reviewed so far refer to 
the competition offered by other forms of retailing. 

We must now finally say a few words about a new form 
of competition, little known in the past, which has revealed 
itself during the period under consideration and which 
has prevented retail trade in general, including that of 
department stores, from getting its former share in the 
increase of the purchasing power of the public. 

This new type of competition consists in an ever-widening 
struggle for the consumer's money, which takes place not 
as formerly between the retailers of the same lines of 
merchandise or even between retailers of different lines, 
but between retailing itself and entirely different branches 
of human activity. 
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This competition is due partly to the fact that the pro- 
gress of the purchasing power of the public has not kept 
pace with the development of production or the power of 
sales promotion. It is also the result of technical progress, 
of the rise in the standard of living and of the general ad- 
vance of civili2ation. 

Let us take, for example, the development of the auto- 
mobile. As long as the purchase of automobiles was con- 
fined, as up to 1914, to the higher income classes, it did not 
markedly affect retail sales. But when, after 1920, the 
middle or even working classes started to buy cars, it was 
inevitable that such an orientation of a substantial part of 
the purchasing power of the public should influence retail 
sales unfavourably. An American retailer stated as early 
as 1928: "People spend their money on automobiles, they 
are less interested in clothing and furniture, and even if 
they are interested in clothing and furniture, after they 
have bought an automobile, they have no money with 
which to buy suits and home furnishings" 3 . 

Besides automobiles there are radio sets, electric house- 
hold appliances, beauty parlours and more recently tele- 
vision sets claiming a large share of the consumer's money. 
It is true that for most of these latter lines department 
stores have been, by virtue of their very characteristics, in 
the advantageous situation of being able to carry the 
corresponding lines or services. But there are besides them, 
in these lines, a great number of specialized shops, and the 
share of the department store in the total sales of these 
lines is probably lower than their share in the total sales 
of the clothing and home furnishing lines, where part of 
this money was previously spent. 

Furthermore an increasing portion of the income of the 
public is being diverted to travel, sport, education and 
leisure activities. Even developments such as the wider 
diffusion of the telephone, the greater consumption of 
cigarettes, the multiplication in the number of periodical 
publications, the progress of insurance, have had their 

8 P. Mazur: "American Prosperity", New York 1928, p. 206. 
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effect on retail sales by absorbing part of the available 
purchasing power in new directions. 

It is by reason of this evolution that retailing, including 
department stores, gets a smaller share than previously of 
the increase in the purchasing power of the public. 

During these last decades the competition between de- 
partment stores became more keen than ever and has even 
assumed ruthless forms. This was probably unavoidable 
in a market in which the share of the department stores 
considered as a whole became relatively smaller and which 
was therefore being disputed among them with increasing 
violence 4 . As noted by Emmet, one may say that "individual 
department stores spend more time watching one another 
than they do the public" 8 . As we shall see in the following 
pages, this competition between department store and 
department store has extended itself to nearly all factors 
prices, styles, services, amount of advertising, moderniza- 
tion, etc. and has rendered trading operations mote 
complex. 

One consequence of the developments we have reviewed 
has had a detrimental effect on retail firms, especially those 
which, like department stores, feature sales promotion to a 
large degree. We have already noted in the preceding chap- 
ter that during the former periods of department store 
history there was a considerable amount of unused pur- 
chasing power in the hands of the public, and that it was 
partly by attracting this unused purchasing power that the 
department store was able to show a tremendous yearly 
sales increase. From 1920 to 1940 a fundamental change 
took place from this point of view. While the purchasing 
power of the population was on the whole higher than that 
of former days, the "available" purchasing power was 
lower, because people solicited from so many different 
sides had developed the habit of spending nearly all they 
earned and even more than they earned. The consequence 
of such a position was that the response of the public to 

4 W. Gabler: "Probleme der amerikanischen Warenhauser", 
Zurich 1934, p. 158. 

5 B. Emmet; "Department Stores", Stanford 1930, p. 27. 
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any sales promotion effort on the part of department 
stores was less ready than before and brought sales in- 
creases of less amplitude, sales increases which were often 
not profitable when the cost they involved was taken into 
consideration. 

Now this available public purchasing power was not only 
limited, it was also fixed within fairly narrow boundaries. 
Thus any artificial increase in purchases brought about by 
sales promotion was partly offset by the reduction in the 
purchase of other articles. In fact, there is, especially 
for the low income class clientele, a compensatory transfer 
from one line of articles to another which means that any 
over-normal increase in the sales of certain lines is gained 
mainly at the cost of a decrease in the sales of other articles. 

When one considers all the factors which we have re- 
viewed in these last pages, one may say that around 1920 
the stage was set for a new period of department store 
history. 

Characteristic features of the operation of department stores 
during the two decades preceding the second world war (1920-1940) 

While until the first world war the tradition of the de- 
partment stores had been, in every country, a tradition of 
continuous success, they entered after 1920, and especially 
after 1930, into a new era where they had to forge a new 
tradition, one of endurance in adversity. 

The fact that the department stores were hit by the world 
depression of 1930-1934 was already in itself a warning 
that conditions had changed. In former times department 
stores had, on the other hand, distinguished themselves by 
a relatively great staying power in the face of changes in 
economic conditions. 

During the period under consideration, the department 
stores found themselves in a situation which was somewhat 
new, in the sense that for the first time in their existence 
they had entered an era where their sales volumes had 
ceased to increase in the same way as during the preceding 
periods. 

The time of the great expansion of the department stores 
was over. The dynamic vigour of the preceding periods 
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seemed spent and the development of that form of distri- 
bution brought to a standstill. As a matter of fact, the 
department store cycle seems to have reached its culminating 
point at the end of the preceding period. It is, for example, 
typical that during the period 1923-28, which was one of the 
most prosperous in the history of the United States, the 
average sales increase of the American department store 
was only two per cent, a year 6 . 

In order to understand the consequences of such a situa- 
tion one must remember that the great profits made in the 
past by department stores were due mostly to the large 
yearly sales increases. 

As a matter of fact, department stores offer some similarity 
to railroads and heavy industrial firms which have a rela- 
tively high proportion of inflexible expenses, not directly 
affected by an increase or decrease in the volume of business. 
The characteristic of such enterprises is that in periods of 
expanding sales their profits tend to rise faster than their 
sales. 

Under these conditions it was natural for the management 
of department stores to continue to strive for marked 
increases in sales as their main means of maintaining or 
recovering the relatively high profits of former days. 

In order to achieve this aim they were naturally con- 
strained to increase in scope and energy the use of their 
main sales promotion instruments, the development of 
which we had already noted in the preceding period 
advertising, service to customers and sales events (the 
latter tied with the use of articles offered at reduced mark-up). 

This was the general tendency of this new era, a trend 
already noticeable from the beginning of the period, but 
which reached still greater proportions during the de- 
pression and thus brought the department stores (with, it 
is true, the remainder of the retail trade) into a period 
dominated by the use of high pressure sales promotion 
methods. 

The consequence of this evolution was to increase 
continuously the expenses of department stores, mainly 
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on account of the extension of their services to customers, 
but also as a result of the growth of their advertising and 
sales promotion expenses. 

Once embarked on this road of increasing service, the 
department stores were obliged, by dint of the competition 
between department store and department store, to continue 
to outbid each other, as it is on the whole easier for the 
public to ascertain the quality and compare the extent of 
services between two stores, than to compare the relative 
quality of their merchandise or even the average level of 
their prices 7 . 

It is possible to maintain that we had reached a period 
when the department stores of the same city competed on 
service to the public as well as on price or style. 

In former days, when the competition of the other forms 
of distribution and other lines of human activity was not as 
great, and when the public had a surplus of unused pur- 
chasing power, such costly efforts on the part of the depart- 
ment store to secure more business would probably have 
resulted in a sharp increase in turnover, and the corres- 
ponding expenses would have been partly absorbed by the 
growing sales. 

But during the period 1920-1940 these costly efforts, 
which addressed themselves to a public whose purchasing 
power was tempted from so many different directions and 
who, furthermore, frequently already lived above their 
means, failed to bring any substantial increase in department 
store sales: the market seemed to have reached saturation 
point. 

As stated by a well-known economist, "All these im- 
provements were adjustments to an era of greater con- 
venience or to an increasing competitive situation. Increased 
sales or at least maintained sales sometimes resulted; 
increased expenses, however, always resulted" 8 . 

In the same way high pressure sales promotion, represen- 
ted by increased advertising of a special type and numerous 
promotions with mark-up sacrifices, increased expenses 

7 H. Smith: "Retail Distribution", London 1937, p. 129. 
,]P. Mazur: "American Prosperity", New York 1928, p. 30. 
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without bringing on the whole an appreciable increase in 
sales. 

The use of high pressure sales promotion, in particular, 
has given rise to a new type of advertising whose ad- 
visability is very questionable. As noted by Hypps, success- 
ful retailing has always been based on distributing goods 
which the public wants so urgently that the goods will be 
their own best salesman. It was on this foundation that the 
success of department stores in the past had been founded. 
Furthermore, the department stores had understood how 
to expand the sales of these goods by supporting them 
through advertising which was mainly considered as a 
source of information to the public. They were thus in a 
position to enlarge the >sales of articles which would any- 
how have found a ready market, but which, assisted by 
advertising, reached still higher sales. We have already 
discussed in the last chapter the main reasons which explain, 
and one may say, legitimize the use, on a considerable scale, 
of advertising by department stores. 

But during these decades one has witnessed, mainly in 
America, not only an ever-increasing use of this medium 
but also recourse to a new type of advertising, which we 
call high pressure advertising. Its mission is not so much to 
sustain the sales of articles which would anyhow have found 
a good market as to push artificially the sales of articles 
towards which the public was indifferent, and in some cases 
even to impose on the public, by the mere power of sug- 
gestion, the purchase of articles that it did not want to buy, 
and in many cases could not even afford to buy. 

The result of such a misuse of advertising has been an 
artificial stimulation of the sales, but of relatively small 
degree, usually out of proportion to the outlay of money 
which it had necessitated. 

In the same way an exaggerated use of sales promotion 
events with sacrifice in mark-up rates (plus later mark- 
downs on over-bought merchandise) and additional sales 
promotion expenses took place, as if department stores 
were unaware of the fact that an artificial increase in the 
sales of a store in one period can always be obtained, but 
usually at the cost of a decrease of the purchasing power 
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available to the public in the following period, not to speak 
of the corresponding unsettling of the customer's mind as 
regards the stability of values. 

In fact, the multiplication of sales promotion events and 
special offers has been the best evidence that, contrary to 
what was the case in the past, the regular prices of depart- 
ment stores did not exercise a great appeal on the public, 
and that they were obliged to develop a special price 
business in order to attract crowds. 

All these abuses are the more important to note, in that 
they are mainly found in the department store field. The 
other forms of retailing, specialty shops, chain stores, and 
unit price stores, have been on the whole free from these 
developments, which have, in fact, been mainly weapons of 
department stores in the competition within their own ranks. 
It is quite possible that their use has allowed a given de- 
partment store to expand its turnover, at a given time, at 
the expense of other department stores. But we know 
that in such cases a kind of race, not dissimilar from an 
armaments race, takes place. The final result of such con- 
tests is that all stores adopt these costly customer attraction 
methods, and in the end the average expense level of all 
department stores is simply raised. 

Even in the cases where these measures of artificial 
stimulation have caused a permanent and substantial in- 
crease of the sales of the department stores considered as 
a whole, they have usually done so only at the cost of 
increasing the expenses by a relatively greater proportion 
than the increase in sales, thus raising the expense percent- 
age. It is during this period, indeed, that we started to 
witness the validity for department stores of an economic 
law, familiar in agriculture the law of diminishing returns. 
It has appeared that for the department store too, there is 
a point beyond which an increase of sales, brought about in 
a saturated market by costly customer services and high 
pressure sales promotion methods, does not pay. 

But besides this increase in the provision of services to 
customers and of the use of high pressure sales promotion, 
other factors contributed to make of the department store 
an increasingly expensive means of distribution. 
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One may list among them the increase of the assortment 
in the various selling departments (as a result of die inven- 
tive spirit of industry and commerce); the demand by con- 
sumers for greater varieties of goods for selection; and the 
development of national brands, to which department 
stores often add their own brands. The department store 
has remained or become in most countries an "assortment" 
business where the customer expects to find a wide range. 
This characteristic represents one of the most positive 
appeals of this form of business, but translates itself into the 
obligation of carrying a relatively large amount of stock 
in relation to the volume of sales. As noted by Emmet, 
the average department store probably does about two 
thirds of its business from one third of its stock 9 . Such a 
situation places the department store in an unfavourable 
situation, from the point of view of operating expenses, in 
comparison with the more modern forms of distribution; 
for the chain stores, the specialty chains and the unit price 
stores build their assortment by a method of real skimming, 
selecting only the rapid stockturn articles and simply not 
carrying the others. 

The growing development of fashion, the penetration of 
the style element into an ever-increasing range of merchan- 
dise, making the task of merchandising more difficult, 
increasing the possibilities of loss from obsolescence and 
mark-downs and adding to the disposition of consumers 
to return merchandise, has also contributed to increase the 
operating expenses of the department store. 

The same may be said of the tendency to purchase many 
items of short life and lower price rather than a smaller 
number of items of longer life and higher price. 

This evolution, in which the department stores have 
taken a dominating share, has without doubt contributed to 
remove the danger of the saturation of the market. It has 
been a powerful weapon of retail trade in general in its 
endeavour to maintain its share in the fight between various 
lines of activity for the consumers' money. It can be ad- 
mitted that without this evolution the sales of retail trade 

f B. Emmet: "Department Stores", Stanford 1930, p. 33. 
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in general, and of department stores in particular, would 
be more reduced than they are. 

On the other hand, this evolution has helped to transform 
the assortment of department stores, as the articles domin- 
ated or influenced by the style and fashion element are 
relatively more numerous than previously. As already 
noted, such a situation has played its part in making depart- 
ment store merchandising much more difficult and costly 
than before; for a mistake in judgment over style or 
quantity is more easy to make, with consequences more 
dangerous than previously. 

Furthermore, the fact that nowadays, when a woman 
buys a hat, she often demands gloves and handbags to 
match, has obliged department stores to stock a greater 
number of articles with correlated colours in different 
departments. This has taken place not only in the clothing 
group but also in the home tarnishing field, with the pre- 
sentation of highly co-ordinated ensembles based on various 
colour schemes. Such a development has inevitably in- 
creased stocks and mark-down risks, besides making the 
job of merchandising much more difficult. To quote a 
single example, the attempt to match the leather colours of 
shoes and handbags may offer great difficulties, for the 
simple reason that handbags can be produced in a few 
weeks whereas shoes may require several months 10 . 

One must, however, recognize that if this development of 
the fashion factor has complicated the operation of depart- 
ment stores and increased the cost of operation, it has also 
contributed to reinforce the position of this form of business 
in the sense that by their resources and characteristics 
department stores are perhaps in a better position than most 
other forms of retailing to study, anticipate, co-ordinate 
and promote fashions. 

Perhaps this question may also be considered from 
another angle. There is no doubt that the expansion of the 
unit price stores and of the chains has played its part in 
reducing the relative share of the department stores in 

10 See J. Edward Davidson: "Postwar Merchandising Problems", 
Journal of Retailing, New York, October 1943. 
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smallwares, i.e., the articles carried in the ground floor 
departments. This has displaced the centre of gravity of 
their trade in the direction of the upper floor departments. 
These departments entail greater expenses arising from the 
duration of the transaction, the higher calibre of sales 
assistant required, and more frequent deliveries; but it is 
not certain that this particular evolution has been against 
the interests of the department store. 

Continuing our review of the different factors which are 
responsible for the growing expense rate of department 
stores, we will recall that we nave already mentioned among 
the services offered to customers the higher standard now 
required in store fixtures and fittings. As a matter of fact, 
department stores compete among themselves in modern- 
ization as well as in service, price and style; and this serves 
to increase the expenses. 

One must also consider the effect on the operating ex- 
penses of department stores of the growth of cities, with 
their increased rentals, augmented real estate taxes, higher 
costs of delivery. It may be noted in this connection that, 
besides the general appreciation of real estate, the very 
drawing-power of large department stores helps to raise 
real estate values in the central shopping district. Rentals 
and real estate values have increased out of proportion to 
the population, and even out of proportion to buying power. 

Finally, higher levels of taxation, decreased working 
hours, shorter store hours and the pressure of higher 
wages have borne their share in the increase of the expense 
percentage of department stores. 

Some of these factors, as well as the influence of the 
factor of growing size, were already at work in the preceding 
period, and have already been mentioned in the correspond- 
ing chapter; but they became more pronounced in the 
course of the period 1920-1940. 

The department store has thus gradually taken a new 
shape from the point of view of merchandise handled as 
well as from that of services rendered to the public: from 
the point of view of physical equipment as well as from 
that of staff working conditions. 
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And the operating figures of the new store have become 
on the whole much less favourable than before. The gross 
margin (the cost of distribution of the department store) 
has increased continuously under the influence of these 
rising expenses. While at the end of the preceding period, 
in 1914, the average gross margin of department stores 
was in the neighbourhood of 30 per cent., in 1940 it was 
tending in countries like France, the United States and 
Scandinavia to reach 40 per cent. 

All the factors which we have just listed are those which 
have had a direct influence on the rise in the expense 
percentage of department stores. 

Besides these, we may mention some other developments 
of the period under consideration which, while they have 
not as directly affected the cost of department store opera- 
tion, have nevertheless been peculiar to this period. Most 
of these attempts represent measures taken by department 
stores to improve their relatively unsatisfactory operating 
conditions either by means of an increase in their sales, or 
by an increase in their rate of mark-up or a decrease in 
their expense percentage. 

Among the measures which refer to the increase of the 
sales is the development of high pressure merchandising, 
which may be considered as a counterpart to high pressure 
sales promotion. High pressure merchandising consists of 
developing, usually in co-operation with manufacturers, 
articles whose appearance is about the same as the normal 
articles, but whose price has been appreciably decreased, 
not by a suppression of useless features or a better adaptation 
of the articles to their use (as is the case in creative merch- 
andising), but mainly by an abasement of the quality of the 
article. One may say that in their attempt to increase or 
simply maintain their sales, department stores have made 
considerable use of this device, a device whose appropriate- 
ness may be strongly questioned. It is true that the general 
trend of the public towards buying more frequently articles 
of lower quality instead of buying as previously a more 
durable article of higher quality, has caused department 
store men more easily to adopt this practice of high pressure 
merchandising. But the latter represents nevertheless an 
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exaggeration which has done much harm to the prestige of 
some department stores. One may think that the transient 
sales volumes which have been realised by this practice 
have been more than offset by the bad reputation earned 
by the stores when the poor quality of the articles has been 
disclosed in actual wear. 

As regards the efforts to increase the mark-up of depart- 
ment stores, they have taken different forms. One must 
first mention the creation and development of department 
store chains and of co-operative buying associations to 
profit from the advantages of mass purchase. There has 
also been a tendency, especially in the individually operated 
department store, to trade up (to cater for a clientele of a 
somewhat higher income class than before). One must also 
note the efforts to obtain exclusive articles to carry 
merchandise that is different from that offered by the coj 
petitors, the development of own brands, and the us 
creative merchandising 11 . A 

Another indirect consequence of these efforts to ma/ an 
and increase the mark-up of department stores hj/ jeen 
the increase of the buying and merchandise payroll, ~s the 
efforts of department stores to secure an adequate gross 
margin have often taken the form of an expansion and 
refinement of the merchandising organization by the pres- 
ence of more numerous and more specialized buyers, the 
creation of divisional merchandise managers, and the hiring 
of specialized executives or assistants. 

As regards the former efforts to obtain a more advan- 
tageous mark-up by entering into the production and 
manufacturing field, one may say that these were largely 
abandoned during the period under consideration, as 
experience had shown that the most advantageous position 
for the department store (as probably for any retailer) is 
one where complete freedom of choice is retained, so that 
allegiance can be shifted to the best resources and novelties 
obtained as soon as they appear 12 . 

11 J. Hirsch: "Der moderne Handel", Tubingen 1925, pp. 242-243. 

11 See Alfred L. Tietz: "Betriebsfbrmen des Grosseinzelhandels. 
Vier VortrSge iiber den gegenwiirtigen Stand und die Aufgaben des 
Grosseinzelhandels", Berlin 1931, pp. 27-28. 
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Some efforts have also been made to decrease the expenses 
of department stores, or rather to counteract in part the 
effect of excessive service. 

The best-known of these is the development of bargain 
basements in American department stores where articles 
are sold with a minimum of service. 

Some of these measures may have played their role in 
reducing the decline of the competing power of department 
stores. But on the whole they have revealed themselves 
incapable of stemming the continuous increase of the costs 
of distribution of department stores. 

It is, however, only fair to state that in spite of all these 
shadows the department store has remained to this very 
day the most important form of retail distribution. Even 
when it sells at the same or higher prices than some other 
forms of distribution, it continues to exercise an extra- 
ordinary hold on the public. 

The great attraction of the department store is explained 
in part by the elements of customer appeal which it has 
embodied since its origin and which we have described in 
earlier chapters. But it seems that there are also other 
factors, perhaps always partly present in the department 
store's history, but which have developed in the course of 
these last decades into powerful elements of added strength. 

Thus we have said that with the expansion of the depart- 
ment store one has witnessed the growth of a distinction 
between the so-called shopping goods (i.e., those which 
are bought by the customers only after visiting several 
stores) and the so-called convenience goods, bought near 
the place where the customers live. And we have noted 
that the department stores have soon conquered the major 
part of the shopping goods trade while the so-called neigh- 
bourhood stores had to confine themselves to the trade in 
convenience goods. 

But with periodic visits to the department store becoming 
a regular habit of a growing part of the population, a 
growing number of convenience goods have been bought 
in department stores on the occasion of the shopping strolls 
of customers. 
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Furthermore, one may note that the multiplication of 
makes, brands and styles has transformed many convenience 
goods, notwithstanding their low average price, into 
shopping goods. 

Another powerful element of consumer attraction is 
represented by the usual location of department stores 
(even of department stores catering for a popular clientele) 
1A the central shopping district, often in the neighbourhood 
of specialty shops catering for a high (or at least a medium) 
class clientele. It seems that the customer belonging to 
the popular class likes to pass in front of stores of a rela- 
tively higher standard before reaching the department store 
where she shops. As a matter of fact quite often and it is 
here that we see the role of creative merchandising the 
department store will offer to her at reasonable prices, 
adapted versions of the fine things she has seen in the 
displays of these higher class specialty shops. 

It seems that there are several psychological factors of 
this kind which play a great role and which help to counter- 
balance the adverse economic and operating factors we 
have reviewed in these pages. 

Such psychological factors are often paramount in the 
field of retail distribution, and have until recent years 
maintained the department store as the most representative 
large-scale retail enterprise. 

Development of the department store chains 

The expansion of the large department store chains, 
coupled with a development of methods of organization 
and operation which are peculiar to this form of enterprise, 
has also been one of the features of these two decades. 

It was probably in Germany that these large chains of 
department stores first developed and started to utilize new 
techniques of marketing. The names of big concerns like 
those of Leonhard Tietz (the present Westdeutsche 
Kaufhof), Hermann Tietz, Karstadt and Schocken will 
remain associated with that new and particular form of 
distribution through department stores directed and opera- 
ted as the units of a chain. 
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Similar developments took place in other countries. Thus 
in Great Britain one may note the development of large 
chains of department stores like Lewis's Limited, John 
Lewis Limited and Harrods Limited. 

In the United States, whilst the greatest department 
stores have long been operated as single stores or had only 
a few branches, mostly of the suburban branch type, one 
can nevertheless note a parallel movement which has given 
birth to several large chains of department stores, among 
which the most important are the Allied Stores, Gimbel 
Brothers, the May Department Stores, the Federated 
Department Stores, Macy's, Marshall Field, and the Asso- 
ciated Dry Goods Corporation. 

But the greatest impulse towards the development of 
the department store chain in that country is represented 
by the entry of the two great mail order houses Sears 
Roebuck and Montgomery Ward into the retail field, with 
the creation of two colossal chains of department stores, 
as well as by the expansion of the Penney Stores. 

In France organizations like Paris-France and Nouvelles 
Galeries control a great number of department stores in 
various towns of France, while the two greatest Parisian 
department stores (the Printemps and the Galeries Lafayette) 
have also a network of branches in the provinces. 

Among other examples one may quote the Bijenkorf in 
Holland, the Innovation in Belgium and the Magazine 
zum Globus in Switzerland. Indeed these three countries 
are characterized by the development of the chain of de- 
partment stores, in contrast to the single department store. 

The main cause of the development of these great 
department store chains, controlling a considerable number 
of branches, lies in the economy resulting from purchases 
carried on a greater scale. This question of the economics 
of the department store chains is discussed at some length 
in a paragraph of the next chapter. 

Organisation and control 

From the point of view of organization and control, 
great progress has been made during the period under 
consideration. Judged by the number and implication of 
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the organizational ideas developed and applied, it ranks as 
the most memorable in department store history. One 
may say that the systematic application of the principles 
of modern management to department store operation 
started only during these decades. 

During the preceding periods the problems of expansion 
had overshadowed the details of organization. But the 
result of this situation was that many department stores 
had grown faster than the ability and techniques of the 
management. Moreover, the administrative ability and 
the executive skill of several department store managers 
were not of the same high order as their commercial sense. 

There was thus a definite need for an improvement in 
the methods of organizatipn and operation. This need has 
been partially met by the development and application of 
a series of improvements. Several of these represent 
organizational ideas borrowed from the field of industrial 
management, but which have been adapted to the needs of 
department stores. Reference must be made in this con- 
nection to the names of N. Baliol Scott, S. Carlson, W. 
Kaufmann, J. O. McKinsey, P. Planus, H. Pruppacher and 
some other management engineers who have made their 
contributions to this work. 

The most important of these improvements which have 
coalesced into main concepts of modern department store 
organization, are the following: the introduction of the 
retail inventory method (or cost and selling system), which 
makes it possible to obtain at the end of every month and 
without the obligation of taking a physical inventory the 
two basic figures represented by the gross margin and the 
value of the stock; the development and application of a 
standard classification of the expenses with a dissection 
in natural and functional divisions; the application of 
departmental accounting; the introduction of modern 
methods of merchandise and assortment planning; the use 
of statistical merchandise control; the development of 
methods for the control of slow-selling and old merchan- 
dise; the introduction of an increased functional and 
merchandise specialization; the improvement of the group- 
ing of the merchandise lines by a more rational classification 
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and the suppression of confused and heterogeneous assort- 
ment of goods; the control of the production and of the 
expenses of non-selling departments by the selection of 
units of performance and the determination of unit costs; 
and the use of market and customer research. 

It is also in the course of these years that the loosely 
linked, almost autonomous selling departments which until 
then constituted the department store, were connected in 
a closely knit unified organization. 

One may say in general that during these twenty 
years our insight into the inner workings of large-scale 
enterprises has been greatly increased and our knowledge 
in the field of department store organization and manage- 
ment clarified and advanced to a remarkable extent. There 
are already several stores whose organization and methods 
conform closely to the modern principles of scientific 
management. Moreover the groundwork for future in- 
vestigation has been effectively laid. 

Special reference must be made to the resources of modern 
cost accounting as applied to large-scale retailing. They 
have made it possible not only better to control costs, but 
also to discover better means of carrying out the operations. 
The information supplied by cost accounting, sometimes 
recorded on a sampling basis, has also enabled the manage- 
ment to explore the possible effects of contemplated changes 
in policies. This last application is especially important 
when one considers that the most important business 
decisions usually refer to the accepting or rejecting of 
alternatives. 

These improvements were not able to turn the tide in 
the sense that they reinforced, in the firms where they have 
been employed, the grip of the executives on the operation 
of the business, rather than brought a revolutionary turn 
in the situation. But they have nevertheless left their mark. 
It is, for example, mainly thanks to some of these measures 
that the percentage of mark-downs in department stores 
did not increase during this period, and this in spite of the 
growing importance of the fashion factor in the assortment. 

Likewise the increase of the rate of stockturn of depart- 
ment stores in general during this period, in spite of the 
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growing complexity of the assortment, was in relation to 
these improvements of the tools of management and 
control. 

It is also thanks to the progress made in the field of 
organization and control that, when the great economic 
depression of the thirties broke out, several department 
stores were prepared for the impact. 

rThis growing introduction of modern management 
methods in department store operation was sponsored by 
the creation of institutions like the National Retail Dry 
Goods Association and the Retail Research Association in 
the United States. As a matter of fact, the former was 
established as early as 1911 and the latter in 1916; but one 
may say that their influence started to be really felt in 
department store operation methods only during the period 
under consideration (1920-1940). It may be noted, for 
example, that, while the retail method of inventory was 
already previously used in a number of American depart- 
ment stores, it was only after 1920 that its application became 
general, since it was in that year that the United States 
Treasury recognized the operating results determined on 
the basis of that method as an acceptable foundation for 
income tax returns computation. 

It is impossible to review the progress made in the appli- 
cation of modern management to the field of distribution 
without evoking the great influence exercised by Professor 
Malcolm P. McNair of Harvard University. The names 
of two other Americans, Daniel Bloomfield, the organizer 
of the Boston Conferences on Distribution, and Bishop 
Brown of Pittsburgh University, also deserve mention. 

In Europe, reference must be made to the activity of the 
Retail Distributors' Association Incorporated in Great 
Britain; and to the International Association of Department 
Stores, a society for management research in the field of 
large-scale retailing, established in Paris in 1928 upon the 
initiative of E. Bernheim, P. Laguionie and R. Sachs, with 
the assistance of Werner Kaufmann arid later H. M. Spitzer 13 . 

11 H. Pasdermadjian: "Management Research in Retailing", London 
1950. 
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All these developments have given to department stores, 
in comparison with other lines of retailing, a real lead in 
the application of scientific principles to the solution of 
business problems 14 . 

They may be said to have undertaken the work of scienti- 
fic research and the application of scientific principles on a 
larger scale than any other form of distribution, and to 
have been more hospitable to new organizational ideas 
than their competitors. 

The department store during the second world war 

The writing of the history of the department store during 
the second world war must be left to a time when a better 
perspective can be obtained. We will confine ourselves to 
mark here the characteristic features of this period. 

In the course of the second world war the department 
stores, besides paying a direct toll by the destruction of a 
number of department stores in several European countries, 
witnessed a complete change in their conditions of operation 
as compared with the preceding period, with the substitu- 
tion of a seller's market for the former situation where 
most efforts were concentrated on the problem of selling 
and sales development. On account of the great increase 
of the money in circulation, coupled with a reduction in 
the production of consumer goods, the emphasis was 
shifted from sales promotion ana merchandising to straight 
buying: the actual promotion of sales or the selection of 
the merchandise which would suit the customers ceased to 
be the great tasks, and the real problem centred rather on 
the procurement of any merchandise so as to keep the store 
in operation. 

In several European countries and in North America 
department stores were able to stand the strain of these 
years and to increase their sales volume, expressed in money. 
Their expenses also increased, on account of the general rise 
in prices, and also of the added work of control and record- 
keeping following the governmental regulations which 

14 E. H. Mahler: "Das Warenhaus in der Schweis", Handbuch der 
schweizerischen Volkswirtschaft, Bern 1939. 
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absorbed a good deal of administrative and clerical time^ 
though not incommensurately with the increase of the 
sales. Furthermore, department stores profited by the 
sharp reduction in the mark-downs and the decrease of the 
sales promotion expenses made possible by the existence of 
a seller's market. Even some rationing measures which 
brought a forced reduction of the consumption of elec- 
tricity, delivery, fuel and packing material, had a favourable 
effect on their expenses. 

In consequence department stores like most other lines of 
business, generally increased their net profits during this 
period. But this increase in net profit has been on the whole 
much less marked than during the first world war, because 
of the incidence of taxation, greater social expenses, and, 
especially, the much more severe stipulations covering the 
control of prices and mark-ups, causing in nearly every 
country a drastic decrease in the gross margin considered 
as a percentage of sales. 

The department store during the years 
following the second world war 

The years following the second world war have not 
represented the strong reaction against wartime conditions 
and the rapid return to buyer's market conditions which 
were expected. The magnitude of the deferred demand 
which had piled up during the war years, as well as the 
economic dislocation left behind by that war, were greater 
than had been expected. 

At the end of the second world war there was in America 
and in Europe a large volume of unsatisfied demand for all 
kinds of consumer goods, backed by a great accumulated 
reserve of purchasing power. That piled-up demand was 
so great that it has taken from three to five years, according 
to the country, to satisfy it. 

Furthermore the economic and social policies pursued by 
almost all governments have helped to increase the pur- 
chasing power of the population and to liberate (for ex- 
*ample by food subsidies and regulated rents) a purchasing 
power which has found its way into the retail trade. 
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1 Thus these years have been characterized by a continuous 
increase in the sales of all forms of distribution, including 
the department stores. Since, on the other hand, price 
control stipulations have imposed on retailers gross profit 
margins which were appreciably smaller than before the 
war, this continuous increase in the volume of business has 
been the major factor enabling the retail trade to operate, 
like most lines of activity during these years, with satis- 
factory (or at least apparently satisfactory) results. 

Another factor which has enabled the retail trade to 
operate at a profit during the decade 1940-1950, in spite of 
much reduced profit margins, is in the conditions of opera- 
tion characterizing a seller's market, for example: reduction 
of mark-downs; smaller sales promotion expenses; and 
smaller selling expenses in a situation where it was often 
no longer the sales assistant who waited for the customer, 
but the customer who waited to be served by the sales 
assistant. 

This period was also characterized by a considerable 
trading up, i.e., meeting a demand on the part of customers 
for higher qualities, a demand made either in order to make 
the best use of rationing coupons, or else as a reaction 
against the poor qualities and synthetic materials of the 
war period. 

All these factors have contributed to hide the fact that 
in normal times, i.e., in buyer's market conditions, the 
position of department stores and of the retail trade as a 
whole is much less strong than appears from their showings 
during these last ten years. As already stated, during the 
period. 1945-1950 money sales have increased continuously 
and substantially. In large-scale enterprises like department 
stores where fixed expenses represent a substantial per- 
centage of the total expenses, such increases in sales rep- 
resent the most direct road to profits. But these increases 
in sales have taken place for so long that what was con- 
sidered at^the beginning as an exceptional factor, has tended 
to become a natural feature of the internal economy of 
department stores, as of many other enterprises. 

It is evident that the return to a more normal market, 
i.e., to more normal methods of trading, confronts depart- 
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ment stores, and indeed many other enterprises, with 
a great problem of readaptation, the answer to which lies 
either in an increase of the gross margin rates imposed 
durin'g these years, or else in increased productivity. 

In general the whole 1940-1950 period may DC con- 
sidered, like the 1914-1920 period, as an interruption of 
the regular sequence of department store evolution. And 
since a long-range survey like the present one refers mainly 
to natural tendencies and not to artificial circumstances, it 
would be misleading to give too much weight to the various 
episodes and situations which have characterized this period. 

In fact, the period may be considered to have had a 
detrimental psychological effect on department store execu- 
tives, by making them believe that the favourable results 
easily attained during these years were the direct outcome 
of their ability, whereas actually they were mostly the result 
of external circumstances. 



IV 

DEPARTMENT STORE ECONOMICS 

'Despite the age of the department store as an institution^ there is 
almost no reliable published information on several key questions 
relative to department store operation. What* for instance > is the 
best (most efficient and most profitable) si^e of department store for 
each of a series of si^es of market? How y and how much> should the 
significant operation ratios differ for quality-appeal and price- 
appeal stores of similar si^e, havingsimitar departments and serving 
the same or similar cities? What combination of merchandise and 
service departments ordinarily produces the best results in each 
of a series of sets of circumstances? There is need for more funda- 
mental research on such questions as these? C. Schmalz. 

\V7E have tried to gather in the following pages some 
*^ information on the economics of department stores, 
i.e., on the operation of department stores, but considered in 
its wider aspects. We are moving here in the sphere of 
what could be called the grand strategy of department 
store operation. The latter can be directed only in the light 
of a better knowledge of the major factors which influence 
department store showings. 

We should add that this chapter is mostly based on data 
referring to the period 1920-1940, since we consider the 
whole period 1940-1950 as conditioned by special and 
unrepresentative factors. 

The nature of the retail and department store market 

Some considerations on the retail market, and especially 
the market of department stores and on its particularities, 
is an unavoidable starting point. 

For any one who has had the opportunity to watch the 
retail market and to compare it with, for example, the 
markets for industrial goods, a number of its distinctive 
features appear. 

First a relatively high degree of mobility. A price change 
by a single store starts in the great retail centres, in ordinary 
circumstances, a chain of adjustments of competitor's prices 
and of, sections. Whereas in the industrial field such 
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reactions may take weeks or even months, in the retail field 
they are a matter of days, sometimes of hours. This con- 
tributes to give a very hectic character to the market and, 
one may add, to the life of the executives. 

There is among many department store executives a 
feeling that the one who is the first to take an initiative, for 
example, the first to present new attractive merchandise or 
tp sell an article at a new, reduced price, will be the one 
who will reap all or most of the advantages, even if his 
competitors are going to follow suit within a few days. 

In a recent and remarkable study, Perry Bliss stressed 
this factor, showing the importance of timing in department 
store operation, the constant fear in the mind of the large- 
scale retailer that his competitor will be the first with some 
new product or new adaptation of an old product. "If 
merchandise is offered for sale later than a competitor, the 
lost sales cannot be made by inducing customers via price 
reductions". Similarly, the aim of competitive strategy in 
this field, as represented by special offers, special events, 
etc., "is primarily to increase his (own) sales at the expense 
of other stores, and only secondarily to enlarge the total 
demand . . ."*. 

Another very important factor to take into consideration 
is that, apart from farming, there is no other line of activity 
which is as influenced by the weather as retail trade, es- 
pecially the trade in textile goods. And experience shows 
that any decrease in sales caused by a series of days of 
adverse weather is never fully compensated by the re- 
appearance of brighter days. There are even some periods 
of vital importance for the trade in a number of merchandise 
lines, especially textiles. A mild or late winter or a cold 
spring will often spell a very bad season for a department 
store, whereas, on the contrary, an early winter or spring 
usually means a substantial increase in sales. 

The apparent and the real cost structure of department stores 
Another peculiarity of the department store has to be 

1 Perry Bliss : "Non-price competition at the department store level", 
Journal of Marketing, Chicago, April 1953, pp. 363-364. 
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pointed out here at the beginning of this chapter devoted 
to the economics of department stores. 

Industrial cost accounting distinguishes three major cost 
components : material, labour and overhead. The study of 
the cost structure of any line of activity is of great interest 
because, as stressed by Werner Kaufmann, research and 
organization pay best where most money is spent or in- 
vested. 

If we pass now to the field of retailing we may note that 
this is a field where, as in all commercial enterprises, the 
accounting methods are different from those of industrial 
firms. In distribution one starts by subtracting from the 
sales the cost of the merchandise sold. This gives the gross 
margin. Then one subtracts from the gross margin the 
expenses and this gives the net result. The point to stress 
is that what are considered as expenses in the department 
store cover only two of the three basic components of 
industrial cost, namely labour and overhead and not 
material, i.e., in this case the cost of the merchandise sold. 

The important thing to note here is that with a gross 
margin rate of say 30 per cent, of the net sales, the cost of 
goods sold represents 70 per cent, of the net sales, and this 
by any industrial standard would be sufficient to concentrate 
the efforts of any one entrusted with the task of reducing 
the expenses on this factor, viz., the materials, which 
translated into department store terms, means the merchan- 
dising aspect. 

We must at any rate be aware of the fact that with the 
accounting practices which department stores have, of 
necessity, borrowed from commercial accounting, a very 
important element of loss, the mark-downs, is not included 
in the total expenses but is already included in the determina- 
tion of the gross margin. 

But the department store trade, especially in its textile 
groups, is a trade where losses caused by too high operating 
expenses and the corresponding waste are often much smal- 
ler than losses causea by mark-downs (bad purchases, 
unfavourable weather, general decline in prices). 

Thus the chief executives of department stores are in 
the peculiar situation of executives who, when they review 
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the expense statistics of their firm, never see among these 
expenses what is often the greatest single item of expenses, 
namely the mark-downs, as this item is booked elsewhere 2 . 

This would be sufficient to explain the importance which 
is attached to the buying or merchandising function in a 
department store. In reality, if we want to explain the cost 
and organization structure of a department store by means 
of a comparison with industry, we may say that the buying 
or merchandising function plays the role of the purchasing 
division in an industrial firm where the cost of materials 
would represent 60 to 80 per cent, of the cost price, i.e., 
exercise a dominating influence on the efficiency of the firm. 
But more than that. As the buying and merchandising 
function can influence the result not only by reducing the 
price at which the store is buying the merchandise, but also 
by increasing the price at which the store is selling the 
merchandise (by skilful selection, by creative merchandis- 
ing), one may say that the buying and merchandising 
function of a department store does not solely play the role 
of the purchasing manager in an industrial firm, but also, 
in part, a role identical to that of the engineering, research 
and design functions of a manufacturing firm, which by 
the excellence of their design can increase the selling price 
of the goods produced. A similar result can be achieved 
by the merchandising function by the excellence of its 
selection, or by its co-operation in the design of the articles. 

We think it necessary to stress this point, that the apparent 
cost structure of the department store does not reveal the 
whole picture, and may be misleading when considered as a 
reflection of the total problem of department store operation. 

The Main factors of retail distribution and their relative use 
As is known, the economic theory of production is based 

2 One may of course argue that the mark-downs are different from 
the other expenses in the sense that mark-downs reduce the gross 
margin, i.e., the cost of distribution, while the expenses proper con- 
tribute to increase it. But actually, both elements tend to work alike. 
A retailer in planning his initial rate of mark-up will mostly take into 
consideration his average or probable rate of mark-down as well as 
his expense rate, and will increase his initial mark-up by an allowance 
calculated to cover this risk. 
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on the existence of a number of basic agents of production 
(land, labour, capital) which in practice are expanded into 
a greater number of factors of production. For example, in 
industrial economics one deals currently with material, 
labour, equipment costs and other overheads. One of the 
main tasks of management resides in the combination of 
these factors in the most favourable proportions, the more 
so as there are usually reciprocal relations between these 
factors. 

In transplanting this conception into the field of retail 
distribution one is inclined to single out the following 
main factors of distribution (besides the working capital) : 
the location of the store, the space used, the equipment 
used, the selling personnel, the non-selling personnel, the 
advertising and display. We have not included in this 
enumeration the customer services since these mainly 
represent a combination of the factors equipment used 
and non-selling personnel. The same remark could of 
course also be made as regards the factor display, which 
represents mainly a combination of the factors space, 
equipment and non-selling personnel; but we have never- 
theless maintained display as a separate factor on account 
of its growing importance, especially in connection with 
the development of modern methods of selling based on 
the principle of semi-self-service or self-service selling. 

It is arguable that, compared with the smaller retailers, 
the department store is using to a greater extent the factors 
of location, equipment, non-selling personnel, advertising 
and display. On the other hand, it is using to a smaller 
extent the factor selling personnel. As to the factor 
space, as distinct from the factor location, the department 
store usually shows on the ground floor a more intensive 
utilization of the space available which, in fact, means a 
relatively smaller use of the factor space. But on the upper 
selling floors, the situation is often different. One may 
even note that in some departments, for example, furniture, 
the department store is often deliberately using the space 
factor on a pretty lavish scale. 

As to the relative use of the various factors of distribu- 
tion by the most recent forms of distribution, as compared 
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with the department store, one may say that they use the 
factor equipment on a smaller scale than the department 
store. In unit price stores the factor advertising tends to 
disappear completely and the factor selling personnel to 
be further reduced on account of the use of semi-self- 
service selling, which results, however, in a greater use of 
the factor display (perhaps accompanied by an increase in 
the factor space on account of the method of mass assortment 
display). The factor selling personnel even fades away 
almost completely in the stores operated on the self-service 
principle. But in that case, the use of the factors non-selling 
personnel and equipment increases and the use of the factor 
display increases further. 

One may also say that this trend in the direction of a 
greater use of the factors equipment, display, signs and 
lighting, at the expense of the factor selling personnel is 
also noticeable in the department store line, especially since 
the second world war. 

In fact we are facing an evolution which we find in all 
fields of human activity, with a tendency to concentrate 
the work on equipment, on planning and organization 
carried out by specialized central units, and a corresponding 
reduction of the scope of the work of the operator (the 
worker in industry, the salesman in distribution). In the 
industrial field, this transfer of work and especially of skill 
is well-known. In the field of distribution the department 
store has, since its very inception, followed a similar trend, 
reducing the scope of salesmanship proper by its use of 
advertising on a considerable scale as well as by its policy 
of fixed and marked prices (suppression of bargaining). In 
the course of these last decades a new step has been made 
in the same direction by the development of branded 
articles backed, i.e., pre-sold, by advertising on a national 
scale, by the use of lighting on a much greater scale and in 
more refined forms than hitherto, and, more recently, by 
the introduction of semi-self-service selling, first in the 
unit price stores and more recently, in an adapted form, 
in some sections of department stores. All these develop- 
ments are reducing the scope of salesmanship, especially 
in the sales of certain lines of goods. 
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The conception of productivity in retail distribution 

The concept of productivity is of course more and more 
evoked in the industrial field. Already there, i.e., in in- 
dustry, the measurement of productivity is not an easy* job. 

This is because productivity is essentially a comparison 
between the "input" or expenses on the one hand, and 
"output" or performances on the other hand. And the 
development of units of measurement is a pretty difficult 
matter. For the "input", this difficulty comes from the 
possibilities of interactions and compensatory transfers 
which may take place between various factors, for example, 
man-power and equipment. The measurement of the 
"output" may also raise difficulties, especially in industrial 
firms which are not process industries but which work on 
the basis of job orders. 

In the field of distribution and especially retail distribu- 
tion, the same difficulties of measurement exist, but on an 
even greater scale, especially in the case of the "output". 

In measuring the "input" the most apparent unit is 
probably the salesman-hour, but here too one must take 
into consideration the possibility of interactions and com- 
pensatory transfers between the different factors (selling 
personnel, non-selling personnel, space, equipment, display). 

But the main stumbling block to the study of productivity 
in retailing is represented by the difficulty or even im- 
possibility of determining the output or production. The 
sales figure is in itself not acceptable in a field where the 
recording must take place in terms of physical units. 

But even the most natural choice, the number of sales 
transactions, is not wholly satisfactory; for the "produc- 
tion" of retail distribution is not a physical product, but a 
service, one may even say a series of services, which are of so 
diverse a nature that is is impossible to sum them up. 

There are, besides the sales transactions, such services as 
delivery and credit. And within the sales transaction there 
are several components such as the physical transaction 
proper, the quality of the advice and guidance given during 
the transaction, the extent of the choice available, the value 
(relation between quality and price) offered. 
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Even when considering the production of retailing, i.e., 
the service extended, from a wider point of view, it is 
impossible to measure this service properly without bring- 
ing .into the picture the customers, the inconveniences 
(or, conversely, facilities) which the customers derive from 
the service of distribution. 

Let us assume that we want to measure the productivity of 
the distributive trade in a town by making the following 
relation: 

, . . number of transactions during the year 
" y number of salesman-hours during the year. 

If we now decide to close one store out of two in that town, 
there is no doubt that, next year, the productivity of retailing 
measured on this basis will increase sharply on account of 
a more complete use of the remaining stores. 

But for the customers this will mean a greater average 
distance to the remaining stores and, when in the store, a 
waste of time on account of queues, waiting to be served, 
etc. 

Thus the increase in the productivity of distribution will 
be quite theoretical and misleading. 

In the same way a department store may have the im- 
pression that it is increasing the productivity of the selling 
staff by reducing, for example, their number and thus 
shooting up the relation: 

number of sales transactions 
number of salesman-hours 

while, in reality, it will increase only the apparent product- 
ivity at the cost of a decrease of the real productivity as 
judged by the customer. 

In reality, questions like the efficiency, the cost and the 
productivity of distribution are in this field, unlike what 
obtains in the field of industrial production, closely tied 
to the services, to the amount of services which are extended 
by the distributors in any form of distribution and at any 
given time. This is why it is so arbitrary to state, for 
example, that distribution was, say, more efficient in a given 
country in 1946 than at any other time because the gross 
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margin ratio and the expense rates reached at that time a 
minimum figure. 

And in this example we have considered the impact of a 
reduction in the number of stores on the strength of purely 
physical factors like the average distance that the customers 
will have to walk, the waiting time in queues or in the stores. 
In reality the service represented by distribution is much 
more subtle than that. Customers choose the stores they 
patronize not only on the basis of the distance to be walked, 
but also because of the assortment, the display, the quality 
of the selling service, the atmosphere, the friendliness. Seen 
from this angle, the presence in the same area of several 
stores catering to the needs of the customers in the same 
line may not represent a waste but a greater real utility for 
the customers. 

One may say that in the field of distribution, there are 
always two productivities : the first is productivity as viewed 
or measured by the distributor, the second is productivity 
as viewed and evaluated by the consumer 3 . 

The influence of the composition of the trade 

We are lacking extensive data on the influence of the 
composition of the trade on the profitability of department 
stores. 

There are, as is known, different types of department 
store: those which have a considerable food department, 
and those which have no food department; those which 
concentrate on the original department store lines of piece 
goods, apparel and apparel accessories, and those which 
have on the contrary given a relatively great development 
to their home furnishing lines. 

It would be of the utmost interest to make comparative 
studies of the relation which can exist between the com- 
position of the trade and the net results of department 
stores. 

Another approach would consist of analyzing and com- 

8 See on these problems the studies of Reavis Cox and of Wroe 
Alderson, both published in the Journal of Marketing, Chicago, 
April 1948 (Number 4, Volume XII). 
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paring the results given by departmental accounting so as to 
identify the less profitable lines of merchandise. 

The American data, which are the only ones available on 
departmental results, tend to show that the most profitable 
merchandise lines were, in the decades preceding the second 
world war, the men's underwear and accessories depart- 
ment, the ladies' underwear departments (especially corsets, 
hosiery, but also ladies' and girls' underlinen), nearly all 
the departments of the ladies' dress accessories group 
(ribbons, umbrellas, laces, trimmings, handkerchiefs, gloves, 
jewellery). On the other hand, the least profitable depart- 
ments were mainly found in the home furnishing group 
(especially furniture, household appliances, housewares, 
radio) and in the spare-time requisites group (for example 
sporting goods, cameras and books) 4 . 

Not only do these last two groups of departments bring 
a smaller profit than the others in normal times, they are 
also the most sensitive to economic depressions. It is 
interesting to quote here the views of two American 
authorities, Wess and Schmalz, who regard the home fur- 
nishing and furniture groups as decidedly less profitable. 
Wess, for example, is of the opinion that no department 
store ought to do more than 20 per cent, of its total sales 
in the home furnishing and furniture group 5 . 

European experience also indicates that, on the whole, 
the textile departments (piece goods, ready-made clothes) 
are cheaper to operate than the house furnishing depart- 
ments, as they require less space, involve less transport 
and necessitate a Relatively smaller investment in stocks. 
On the other hand, competition is usually much more 
severe in textiles, precisely because new enterprises can be 
launched with very small financial means, than in home 
furnishings, where considerable room and an appreciable 
stock, i.e., a relatively large investment, are necessary to 
launch a business. 

The influence of food departments on the performances 
of department stores and the question whether the expansion 

4 See N.R.D.G.A. : "Departmental Merchandising and Operating 
Results", New York 1928-1940. 

5 H. Wess: "Profit Principles of Retailing", New York 1931, p. 220. 
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of these departments is a wise step or not, deserve also to 
be considered. Such problems ought to be studied on the 
basis of departmental accounting figures, or better still by 
determining the contribution of those departments towards 
the covering of the fixed expenses and the building of the 
net profit. 

Unfortunately in the only country where extensive data 
are available on the net results of selling departments, 
namely America, food departments are not developed in 
department stores. 

The influence of the class of trade 

Department stores may be roughly divided into stores 
catering for the popular and middle classes, and stores 
catering for the middle and higher income classes. While the 
stores of the first category usually use price as a main appeal, 
the stores of the second category use quality and service, 
rather than price, as their main appeal. 

As some of the data of American and British origin on 
department stores make a segregation between these differ- 
ent categories of department stores (which we will respec- 
tively call lower income level and higher income level 
stores) we find it interesting to compare their operating 
figures 6 . 

As regards the structure of the sales, the higher income 
level stores are characterized by a higher percentage of 
apparel accessories and a smaller percentage of home 
furnishing than low income level stores, a situation which 
ought to be rather favourable, as the apparel accessories 
departments are, as already stated, considered as more 
profitable than the home furnishing departments. 

The initial mark-up of the higher income level stores is 
greater. The mark-downs are also greater for these stores, 
but not great enough to offset completely the advantage of 
mark-up. Thus the gross margin of higher income level 
stores is greater than that of lower income level stores. 

6 See Harvard Bureau of Business Research: "Operating Results of 
Department Stores and Specialty Stores in 1933", pp. 7-12; and 
Retail Distributors' Association Incorporated: "Operating Costs of 
Department Stores", London 1932-1939. 
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If we turn to the expenses and consider them not as a 
percentage of sales but in cost per transaction, we see that 
the cost per transaction is appreciably higher in the higher 
income level stores. This is due to the smaller number of 
transactions per salesman and square foot arising from the 
greater amount of personal attention given to the customer 
and the smaller number of transactions in the higher income 
level stores. 

However, this greater cost per transaction in the higher 
income level stores is usually accompanied by an average 
amount per transaction which is appreciably higher. Thus 
the expenses of the higher income level stores, expressed 
not in cost per transaction but as a percentage of sales, are 
only slightly greater than in the lower income level stores. 

The advantages of large-scale enterprises 

The main advantages that large-scale enterprises working 
in any field of human activity (commerce, industry, finance, 
transport) derive from their mere size, as compared with 
small-scale enterprises, may be broadly summarized as 
follows : 

1. The possibility of specializing executives, of hiring 
the best abilities available and of using such specialized 
minds to full capacity. Closely connected with this factor 
are two others : firstly, a certain superiority of the large- 
scale enterprise in the acquisition and the dissemination 
of specialized knowledge; secondly, the possibility the 
large-scale enterprise enjoys of picking up the most 
promising elements from a wider selection basis, and of 
promoting them to positions where their capacities are 
best used. 

2. The possibility of economies in each of the various 
resources (money, stock of merchandise, man-power, floor 
space, material equipment) by pooling these resources in a 
kind of central mass, necessary to be kept in reserve for 
ensuring the smooth, uninterrupted, operation of the 
firm or for exploiting unexpected opportunities. 

3. Where the firm combines (as is the case with de- 
partment stores) large size with a wide range of activities 
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or lines of products, a large firm derives a decided benefit 
from the ability to pool the profits of all the lines in a 
common fund, and to reinvest these resources not evenly 
but by concentrating them on the development or ex- 
pansion of the most profitable or promising lines. 

4. There is, furthermore, in a large-scale enterprise of 
the type evoked in 3, a kind of internal insurance which 
emerges. That is to say, if a line of activity or of product 
recedes or even dies out, this will often be compensated 
for by the continuous appearance or expansion of other 
lines. 

5. The possibility of using the principle of division of 
labour in its most complete form, so as to specialize 
operatives and increase their ability or use their special 
aptitudes to a fuller extent. This higher degree of division 
of labour results in the creation of a number of jobs of 
great repetitiveness and uniform character, jobs especially 
amenable to job study and rationalization. 

6. The possibility of using, on account of the scale of 
the operation and of the factor described under 5, special- 
ized, mechanical, labour-saving equipment, especially in 
production, and material handling. Furthermore, in 
several lines of production, material handling and, 
especially, power-generating equipment, the unit invest- 
ment and unit operation cost decreases with the increase 
of the capacity of the equipment, which represents a 
further incentive to large-scale operation. 

7. The possibility of bi*ying on better terms, by virtue 
of the size of their orders. Furthermpse, the possibility 
of , savings in operating expenses, resulting from the 
larger average size of their commercial transactions and 
shipments. 

8. The possibility, with top executives, of delegating 
not only specialized tasks or supervisory duties, but even 
part of their work of administration proper, ensuring thus 
that the firm will have one or several brains free for 
creative thinking. 

9. The possibility of engaging in research work and 
experiments, as this nearly always means a long term 
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outlay of money with returns which cannot be predicted 
with certainty. More generally, the application of scienti- 
fic fact-finding is more likely to be found in an enterprise 
of some size than in a small enterprise. 

10. The possibility of systematizing operation and 
control by developing standards of performance and 
standard methods of operation for repetitive or re- 
current activities. This is tied up with a certain amount 
of research (see 9) and a minimum scope of operation. 

It must be stated that in the case of the department store 
it is perhaps especially the factors listed under i, 2, 3 and 
4 which are important. As regards factors 5 and 6, one may 
say that department stores derive smaller benefits from 
them than do industrial enterprises. For example the wide 
variety of the goods found in a department store sets pretty 
narrow limits to the possibilities of mechanization which, 
even in a field like material handling, are connected with a 
certain degree of standardization. 

As to factor 7, one may note that the possibility of 
buying on better terms on account of the size of the orders 
refers mainly to the chain of department stores or to the 
very large single store. As to the savings in operating 
expenses on account of the size of the orders, they apply, 
in the case of department stores, to the transactions on the 
buying side, not to the sales transactions. 

As to factors 8, 9 and 10, the extent of their action de- 
pends on the degree to which modern conceptions of 
management are ^accepted by the top managers of a firm, 
rather than on the field of activity of the enterprise. 

The influence of the si^e factor within the 
retail and department store field 

The influence of the size factor on the operation of 
department stores may be now considered within the retail 
field and from two different standpoints: firstly from the 
point of view of the unit size of department stores in 
comparison with the unit size of other forms of distribu- 
tion, and secondly from the point of view of the influence 
of the size factor within the department store field itself. 



88 THE DEPARTMENT STORE 

From the first of these points of view one may note that 
no other form of distribution has a unit size which is as 
large as that of the department store, as even the greatest 
chain stores are working by means of branches, each of 
which is considerably smaller than the average department 
store. The department store is and remains the most 
important and most concentrated single unit of retail 
enterprise. 

This greater unit size of the department store confers on 
it distinct advantages from the standpoint of division of 
labour, the use of specialized auxiliary departments, and 
the performance of the non-selling operations on a larger 
scale with corresponding savings. For example, in account- 
ing, training, advertising, display and delivery, the depart- 
ment store is able, on account of its greater unit size, to 
effect these operations better (by the presence of qualified 
specialists) and more economically than other retailers. It 
is true that the chains and unit price stores are able to 
concentrate some of these activities in their central ad- 
ministration and thus to profit from the same advantage 
with, however, the drawback of a less intimate contact 
between these central organs and the selling units, on 
account of the distance separating them. 

For example, at a time when personnel management 
and training activities are assuming such importance, the 
greater unit size and the centralized character of the opera- 
tion of the department store place the latter at a distinct 
advantage. 

The larger unit size of the department store brings 
several other advantages. It creates prestige, permits a 
more effective layout of the departments, striking displays 
of merchandise, and makes possible (at least theoretically) 
an economic use of customer services and publicity. 

Against these advantages the department store suffers 
the inconvenience of a greater rigidity in operation, which 
is a consequence of its greater unit size and of the existence 
of a considerable administrative machinery. As noted by 
Hypps, department stores find it more difficult, on account 
of their size, to make adjustments. The handicap of store 
investments and the risks involved in accepting new ideas 
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complicate their competitive problems when viewed in 
relation to other forms of retailing, including chains and unit 
price stores. The lower store investments and the great 
flexibility of these businesses permit them to adopt newer 
methods without the risk of great loss if the venture proves 
of little merit. 

The question of the influence of the size factor may be 
treated from another point of view in considering the 
effect of the size factor within the department store field 
itself. 

The material at our disposal for examining this question 
comes from Great Britain and America, as these are the 
only countries in which considerable data on the operating 
figures of department stores, grouped by size, are available. 

The British figures show us that, except for the depart- 
ment stores catering for a relatively high income level 
clientele, where there is no correlation between size and 
profits, the profitability of department stores increases with 
an increase of the size of the store. The majority of the 
expenses (functional divisions : 'administration', occupancy', 
'buying' and 'selling') decline, when considered as a 
percentage of sales, with the growing size of the store 7 . 
The only exceptions are represented by the 'publicity' ex- 
penses (or rather the advertising part of the publicity ex- 
penses) and the 'delivery' expenses, which tend to increase 
with a growing size of the store, as the greater stores must 
draw their clientele from a wider territory and serve their 
customers in a wider area. 

But apart from these exceptions the expense percentage 
decreases with increase of size; and this is logical enough, 
as one could expect that the larger the size of a department 
store, the greater the possibilities of saving by a fuller 
utilization of personnel and premises, and the greater the 
opportunities of ensuring the economies of large-scale 
operation. 

The American figures show, on the other hand, that the 
larger the size of a U.S. department store, the larger the 

7 See Retail Distributors' Association: "Operating Costs of Depart- 
ment Stores for the year ending January 3ist, 1938", London 1939. 
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total expenses (in percentage of sales) 8 . It is true that 
even in American stores there are a few functional divisions 
of expenses like 'administrative and general' and 'display' 
which tend to decline with growing size, and others like 
'buying and merchandising' and 'direct and general selling' 
which seem unaffected by the factor; but the sharp increase 
of the expenses of the functional divisions 'occupancy', 
'advertising' and 'delivery' determine the net increases in 
total expenses. 

This irrational situation is a further illustration of the 
fact that American department stores, in their strenuous 
fight for volume and exaggerations of customer service, 
drifted in the period between the two world wars into a 
position where the advantages of the greater economy in- 
herent in operation on a large scale were nullified. 

Up to about 1930-1933 the largest American stores were 
able to compensate for this greater expense by means of a 
greater gross margin and a greater rapidity of stockturn; 
but in the following years their advantage in gross margin 
had not been great enough to offset their larger expenses, 
and the department stores of middle size have, on the whole, 
been more profitable than the largest stores. 

The general conclusions which may be drawn from all 
these data appear to be as follows: 

With an increase in the size of the department store the 
expenses of the functional divisions 'advertising' and 'deli- 
very' increase (when considered as a percentage of sales), 
while the expenses of the functional divisions 'administra- 
tive and general' and 'display' decrease. , * 

As regards the expenses of the functional divisions 'occu- 
pancy', 'buying and merchandising', 'direct and general 
selling', they tend to decrease with growing size of the 
store in countries like Great Britain where the operation of 
department stores has been maintained within reasonable 
standards. But they remain unaffected by size, or tend even 
to increase with size, in countries like America (and probably 
also France) where the department store had reached a very 

8 See Harvard Bureau of Business Research: "Operating Results 
of Department Stores and Specialty Stores in 1938". 
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advanced stage of evolution with the appearance of several 
symptoms of economic degeneracy. 

It might also be that some of the American and Parisian 
department stores have exceeded the maximum single size 
most suitable for economic or efficient operation. 

In fact, it is possible that there exists for department 
stores, as for any form of enterprise, a maximum size above 
which the increase of the scale of operation does not pay. 
As stated by H. Smith: "Under modern conditions the most 
efficient size of an enterprise is mainly determined by a 
balance between the economics of large-scale production, 
which are essentially the advantages gained by splitting 
processes of production into specialized operations, and 
the growing cost and difficulty of effectively co-ordinating 
all these processes as their number increases. In any given 
state of technical knowledge and stage of development of 
the art of scientific management, it is certain that, from the 
point of view of producing (or distributing) as cheaply as 
possible, an ideal size for the firm in any industry will 
exist. If the firm is smaller, technical inefficiency will out- 
weigh the ease and cheapness of management, while, if it 
is larger, then almost certainly it will be top-heavy with 
expenses of management" 9 . 

A given department store may thus reach a unit size which 
is too big for efficient management. But this of course 
may happen only in the case of very large stores located in 
the largest cities of the world. 

In other cities, a large department store, the largest 
department stoir in the city, is usually at a distinct advan- 
tage over the other stores, first on account of the larger size 
of its departments (i.e., of the assortment) and secondly 
because the suppliers, especially those who have exclusive 
goods, are likely to approach him first. 

Furthermore, when a store has a selling area let us say 
20 per cent, larger than a direct competitor, it has very often 
administrative and fixed overhead expenses not much larger 
than those of its competitor, and is thus able to absorb them 
on a larger turnover. This comparison, however, holds 

9 H. Smith: "Retail Distribution", London 1937, p. 121. 
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true only for small differences in size. If the difference in 
size is appreciable the inevitable difference in organizational 
set-up destroys the validity of this argument. 

At the other end of the scale there must also be a minimum 
size for efficiency, under which a department store cannot 
take full advantage of the potentialities this form of business 
comprehends, both from the point of view of economic 
purchase, of minimum size of the departments and of 
efficient operation by the presence of specialized personnel 
and equipment. In studying the American and British 
data on department stores, grouped by size, one has the 
impression that this minimum size for efficiency was 
around a turnover of 100,000 per year before the second 
world war. When taking into consideration the figure of 
yearly average sales per employee, this would mean that 
this minimum size for efficient operation was in the neigh- 
bourhood of 100 employees. 

However, this question of the minimum size for a depart- 
ment store is also influenced by the size of the town in which 
it is located. Thus Elizabeth A. Burnham has found in her 
statistical investigation of the data provided by 426 Ameri- 
can department stores, that there is apparently a minimum 
sales level, within each city size, below which a department 
store finds it difficult to operate effectively 10 . 

The administrative machinery of department stores and its cost 

There is a widespread belief that one of the causes of 
the decreasing profits of department stores lies in the fact 
that, with the refinement of their organization and manage- 
ment techniques and the growth of their size, the admini- 
strative expenses have increased in such a proportion as to 
represent a steadily increasing burden. 

It is worth while to examine objectively the evidence at 
our disposal on this question, so as to see if that belief is 
in keeping with the facts. 

It is true that the administrative machinery, mainly 
represented by specialized executives and employees and 

10 See E. Burnham: "The department store in its community", 
Harvard Business Review, Summer 1940. 
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additional control systems, increases with the growth of 
the size of the store and the progress of management. But 
one must keep in mind that in a large store these administra- 
tive expenses can be distributed over a larger sales volume. 
One must also take into consideration the fact that the large 
department store offers wider opportunity for efficient divi- 
sion of labour, for using labour-saving accounting and 
office machines and devices, and for employing, in general, 
the economies of large-scale production in administrative 
work. 

We have at our disposal the detailed expenses of depart- 
ment stores classified in groups according to their size 
for only two countries, Great Britain and the United States ; 
and, as already pointed out, the expenses of the functional 
divisions 'administration* or 'administrative and general' 
decrease, when expressed as a percentage of sales, with a 
growing size of the store, in both countries 11 . We have also 
seen that in Great Britain it is not only the expenses of the 
division 'administration', but the total expenses of depart- 
ment stores, which decline with a growing size of the store. 

It is true that in the United States the total expense 
percentage shows an opposite trend and increases, as 
already reported, as the stores grow in size. But in analyzing 
the various expense items of American department stores one 
finds that the larger stores are those which have the smallest 
administrative expenses (functional division 'administrative 
and general') expressed as a percentage of sales, and that 
their greater total expense percentage is due to other factors 
(mainly greater^'occupancy', 'publicity', and 'delivery' 
expenses). 

This does not mean that there are not great possibilities 
of saving on the administrative side of the operation of 
department stores, and this is especially the case in the larger 
stores where the administrative expenses, if they are relative- 
ly smaller, are greater in absolute figures and offer thus 

11 See Retail Distributors' Association: "Operating Costs of Depart- 
ment Stores for the year ending January 3ist, 1938", London 1939, 
pp. 21 and 51; and Harvard Bureau of Business Research: "Operating 
Expenses of Department Stores and Departmentized Specialty Stores", 
1938, p. 13- 
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greater opportunities for economies. Furthermore, the 
comparison of the data of American and British origin over 
a number of years shows that in the course of the period 
1928-1938 the average administrative expenses of depart- 
ment stores of the various size groups have tended to rise. 
There is thus an unquestionable need for a continuation of 
the efforts made to increase the economy and efficiency of 
the administrative machinery of department stores, but with 
a clear view of the possible scope of this question, which is 
too frequently commented upon without knowledge of the 
facts. 

Division of labour in department stores 

From the viewpoint of organization the economics of the 
department store centre mainly on the resources, the ad- 
vantages and the limitations of the application of the principle 
of the division of labour. 

We have already seen that this principle is at the very 
origin of the creation of this form of distribution. It is a 
form of organization where the auxiliary functions are per- 
formed in specialized non-selling departments, allowing the 
buyer or department head to concentrate on the main com- 
mercial functions, i.e., the buying and selling of goods. 
Furthermore, this centralization of the non-selling activities 
in auxiliary departments makes it possible to work on a 
large scale, to adapt the staff of the non-selling departments 
more exactly to the fluctuations in activity, and to use, as 
regards methods and equipment, all the resources of 
standardization applied to repetitive jobs. 

One must, however, be aware of the facffthat the possibili- 
ties open to department stores in this last direction are 
more limited than for example in the case of large-scale 
industrial enterprises. This is due to the fact that a depart- 
ment store, even when it reaches a very large size, is com- 
posed of widely different but relatively small selling and 
non-selling departments. One will find in the latter jobs 
which are characterized by great repetitiveness; but those 
jobs are rarely performed on a very large scale, in the sense 
that there are a great number of people doing the same job. 
Moreover, in distribution (contrary to most industry) the 
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repetition of the jobs is rarely absolute, i.e., the jobs may be 
similar but not identical, on account of the existence of 
one or several variable factors (typical example: a wrapper 
who. is wrapping boxes of similar shape but of various 
sizes). 

But this is after all only one of the possibilities afforded 
by division of labour. There are many others open to the 
department store, and from which it can derive its strength 
provided it has the will to exploit them. 

We have already said that one of the main advantages of 
the department store lies in the possibility it affords of 
centralizing the auxiliary, non-selling, activities, in the 
specialized departments. The same applies to certain parts 
of the work of planning, conception and research. But one 
must be aware of the fact that these specialized agencies 
can be really useful only if the line executives (in that case 
the buyers/department heads) have the vision and the 
courage to use the services of these specialized agencies. 
Often this is not the case. And one may say that one of the 
problems of department store organization lies in the 
conflict between two opposite forces. There is, on the one 
hand, the legitimate desire to place the buyer/department 
head in a position where he feels that he has a certain 
responsibility; and this can be achieved only by giving him 
a certain liberty of action, a certain autonomy. There is, 
on the other hand, the presence in a department store of 
these central or centralized agencies which embody the 
resources of the principle of the division of labour and 
represent one ofj:he strengths of this form of business. If 
the buyers/departrhent heads are free to use or not to use 
these organs, according to their will, they will often not 
use them at all, and a large store will remain, from this 
point of view, a mere collection of small enterprises. 

Difference in operating conditions between the department 
stores located in the largest and smaller towns 

In investigating the difference iu operating conditions 
between the stores located in the largest and the smaller 
towns on the basis of the data available on American and 
British stores, certain observations are possible. 
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The gross margin is higher in the stores located in the 
largest cities. This is possibly due to the fact that such stores 
being on the average larger, they are able to secure more 
favourable buying prices on account of their larger -pur- 
chases. It may also be that the greater merchandising skill 
and resources at the disposal of the larger stores make it 
possible for them to carry a greater proportion of non- 
comparable merchandise whose price is not dominated by 
competition. 

As regards the expense percentage, we find it to be 
higher in the stores located in the largest cities. Indeed, 
American data show that the expenses of department stores 
tend to vary in direct proportion with the population of the 
towns in which they are located. This is logical enough: 
for example, occupancy expenses are appreciably higher in 
the largest cities. The same applies to the delivery expenses 
and also to the publicity, since the department stores lo- 
cated in great towns have to use advertising to a greater 
extent in order to attract customers in face of a stronger 
competition than that which faces the department stores 
located in smaller towns. 

The only items of expense where the department stores 
located in the largest towns are at a relative advantage are 
the buying expenses (probably because they are usually 
located nearer to the resources), and the selling expenses, 
on account of their fuller utilization of the personnel 
(greater number of transactions per sales assistant) and 
probably also because of a higher degree of division of 
labour. 

But taken as a whole, the expense percentage of depart- 
ment stores located in the largest cities is greater than that 
of the department stores of the smaller towns. 

As to the question of the net profit, it obviously comes 
down to whether the greater expenses of department 
stores of the largest cities are more than compensated by 
their greater gross margin. 

The British figures would tend to show that, whilst until 
1932 the average net profit (in percentage of sales) of the 
provincial stores was higher than that of the London stores, 
the contrary proved the case from 1933 up to the second 
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world war. In the course of these last 12 years new factors 
seem to have again given provincial stores the advantage, 
especially those catering for a popular clientele. 

In 'America the evolution had been in an opposite direc- 
tion. Until a few years before the second worm war the net 
profit percentage tended to grow with an increase in the 
size of stores, but during the last years preceding the second 
world war stores of moderate size, i.e., stores mainly lo- 
cated in smaller towns, tended to show better rates of earning 
than the largest stores. 

Among the reasons which have been given in explanation 
of this, the following may be noted. It is possible that stores 
located in smaller towns with a population from 25,000 to 
100,000 inhabitants have an opportunity to create institu- 
tional reputations at a lower cost than stores in large cities. 
When well managed, they can frequently dominate their 
local market to a greater degree than the stores in larger 
cities. They are often able to draw considerable trade from 
outlying areas without feeling obliged to provide free 
delivery service to those areas. They enjoy the lower wage 
rates reflecting the lower cost of living in the smaller cities. 
The increased traffic congestion in large cities, the in- 
creased use of automobiles in rural areas, and the increased 
knowledge of branded merchandise among consumers have 
likewise favoured the stores located in the smaller towns. 
Another explanation of the greater profitability of these 
stores in recent years may lie in the lines of merchandise 
handled and the type of supplementary business carried on. 
These stores of moderate size have a tendency to concentrate 
their efforts on what may be called straight dry goods, 
apparel and closely related merchandise, with only minor 
excursions into other, and often less profitable, merchandise 
groups 12 . 

However, Elizabeth Burnham's very complete investiga- 
tion into the influence of the size of the population of the 
towns in which department stores are located, on their 
operating expenses, while confirming this trend, has raised 

18 See Harvard Bureau of Business Research: "Operating Results of 
Department Stores and Specialty Stores in 1937", p. 24. 
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two qualifications. Firstly, it is noted that department stores 
located in towns with a population smaller than 25,000 
inhabitants find it difficult to obtain sales of sufficient 
volume to ensure efficient operation; secondly, by pointing 
out that in the smaller towns and in the towns of middle 
size it is usually the department stores with the largest sales 
which have the most favourable expense percentages and 
the greatest profit opportunities 13 . 

The influence of the rate of stockturn on the operating results 

In its report on the operation of department stores in 
the year 1928, the Harvard Bureau of Business Research 
has grouped operating results according to the rate of stock- 
turn (counted on the basis of the beginning and ending 
inventories, and not the monthly inventories) 14 . 

These figures, which are relatively old and which cover 
only American department stores, are nevertheless interest- 
ing to reproduce, as they represent the type of investigation 
which throws some light on the economics of department 
store operation. 

(all figures in percentage of sales, 

except the rate of stockturn) 
Department stores with a rate of 

stockturn of 

less than 3 3.9 4 times 

3 times times and over 

Average rate of stockturn ... 2.7 3.4 4.8 

Mark-downs 7.4 6.5 6.2 

Gross margin 33.3 32.6 33.6 

Total expenses 32.6 31.8 31.2 

Net profit 0.7 j.8 2.4 

These data show, first, that whilst the rate of mark-downs 
not unnaturally decreases as the rate of stockturn increases, 
nevertheless the gross margin does not seem to be markedly 
affected by differences in rate of stockturn. 

The result of a faster stockturn seems to be primarily 
reflected in a lower percentage of total expenses rather 

18 See E. Burnham: "The Department store in its community", 
Harvard Business Review, Summer 1940. 

14 Harvard Bureau of Business Research: "Operating Expenses of 
Department Stores and Departmentized Specialty Stores in 1928", 
pp. 15-16. 
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than in a greater gross margin. The more detailed data 
reproduced in the publication quoted above show that it is 
especially the expense percentages of the natural division 
'interest' and Salaries', and of the functional divisions 
'administrative and general' and 'direct and general selling', 
which are reduced by a higher stockturn, whilst the ex- 
penses of the functional divisions 'publicity' and 'buying 
and merchandising', on the other hand, have a tendency to 
rise with a higher rate of stockturn, though not enough 
to prevent the total expenses from declining. 

The final result is that the highest net profit is shown by 
the highest stockturn group and the lowest net profit by 
the lowest stockturn group. 

The rise of the rate of 'Stockturn concurrently with the 
'publicity' expenses has been recorded by some authors, like 
J. Hirsch 15 . This relation was, however, more pronounced 
in former days than in the years which preceded the second 
world war. 

Besides this American investigation we have also British 
data on the same subject 16 . In the latter study the analysis 
is first made along the same lines as above, that is to say 
by grouping together those stores which have certain rates 
of stockturn. The results are about the same as in the 
American study, and show that the gross margin variations 
do not seem to be caused by the rate of stockturn, while, on 
the other hand, the total expenses show a definite downward 
trend as the rate of stockturn increases. 

But the British investigation uses also a second approach, 
where the influence of changes in the rate of stockturn 
on the other operating figures is investigated. These in- 
vestigations show that an increase in the rate of stockturn, 
for a single store, generally brings an increase of the gross 
margin (probably by a reduction of the mark-downs or a 
change in the composition of the trade), a decrease of the 
total expenses and an increase in net result. 

15 J. Hirsch: "Das amerikanische Wirtschaftswunder", Berlin 1926, 
p. 61. 

16 Retail Distributors' Association: "Operating Costs of Depart- 
ment Stores for the year ending January 3ist, 1934", pp. 10-15. 
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The influence of the rate of mark-downs on the operating results 

The Harvard report already quoted shows, by a suitable 
dissection of the results, the influence of the rate of mark- 
down on the operating figures of American department 
stores 17 . 

(in percentage of sales) 
Department stores with a rate of mark- 
down of 

less than 5 7.4 7.5 per cent. 

5 per cent. per cent. and over 
Average mark-down rate ... 3.8 6,4 8.3 

Gross margin 32.7 33.6 33.9 

Total expenses 31.5 32.1 32.5 

Net profit 1.2 1.5 1.4 

Whilst gross margin and total expenses increase as the 
percentage of mark-down increases, the net profit is greatest 
for the middle group. 

An explanation of this result resides perhaps in the fact 
that whilst the group with the greatest mark-down percent- 
age reflects a corresponding weakness in the merchandising 
and stock control, the group with the smallest mark-downs 
does not, in many cases, imply merchandising skill, but an 
abnormal composition of the trade with too great a weight 
on staple merchandise or too crude operating methods with 
an exaggerated rigidity of mark-up. 

A more comprehensive investigation, of British origin, 
on the relation between mark-downs and the profitability 
of department stores has brought the following, more 
differentiated, observations 18 . 

In the department store catering for ^ popular income 
class clientele the most successful stores have been found to 
be those with the highest initial mark-up and also the highest 
mark-downs, that is to say the stores which practise the 
policy of marking their merchandise at relatively high 
prices for a very short period and then quickly lowering 

17 Harvard Bureau of Business Research: "Operating Results of 
Department Stores and Departmentized Specialty Stores in 1928", 
p. 17. 

18 Retail Distributors' Association: "Operating Costs of Department 
Stores for the year ending January 3ist, 1933", London 1934, pp. 8, 
18 and 19. \ 
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them to clear a large proportion of their stock at reduced 
but still profitable prices. This trading policy secures them 
a relatively high maintained mark-up, in spite of relatively 
high, mark-downs, and gives them also a more rapid stock- 
turn. The less successful stores of this class of trade show, 
on the contrary, relatively lower maintained mark-up in 
spite of the fact that they show virtually no mark-downs. 

The analysis of mark-downs in the stores catering for a 
high level clientele reveals a quite contrary state of affairs. 
In this category the stores which show the most favourable 
net results are those which have the smallest rate of mark- 
downs. 

The conclusion is thus suggested that the large mark- 
downs of the most unsuccessful stores in the higher class 
of trade result from faulty merchandising, whereas those 
of the most successful stores in the lower class of trade 
indicate a deliberate policy of showing goods for a short 
time at relatively high prices and subsequently disposing 
of remaining stocks at considerably reduced but still profit- 
able prices. These impressions are confirmed by the rate of 
stockturn. The large mark-downs of the most successful 
stores in the lower class of trade can hardly be due to faulty 
buying, for their rate of stockturn is exceptionally high. At 
the other extreme the heavy mark-downs of the least 
successful stores in the high class trade are clearly due to 
faulty merchandising as their rate of stockturn is particu- 
larly low. 

The influence of Vd/*$ increases and decreases on the operating results 

We have already pointed out the fact that many of the 
expenses of a department store being of a relatively fixed 
character, any increase or decrease of the sales has a marked 
effect on the net result. 

The Harvard figures referring to the American department 
stores for 1928 have also been grouped according to rate of 
sales increase or decrease during the year 19 . 

19 Harvard Bureau of Business Research: "Operating Results of 
Department Stores and Departmentized Specialty Stores in 1928", 
pp. 12-14. 
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(in percentage of sales, except rate of stockturn) 

Department stores showing a 
Sales decrease Sales increase Sales increase 



over 2.5 


or decrease less 


over 2.5 


per cent. 


than 2.5 per cent. 


per cent. 


32.6 


33-5 


334 


33-0 


31.8 


30-7 


0.4 


i-7 


2.7 



Gross margin 
Total expenses 

Net result 

Rate of stockturn ... 3.5 3.9 4.1 

The consequence of a sales increase is, on account of the 
fixed character of many expenses, a reduction of the total 
expense ratio which results in a better net result. On the 
other hand, a decrease of sales brings, for the same reason, 
an increase of the total expense ratio, with an unfavourable 
effect on the net result. 

In considering the detailed expense figures which are 
included in the original publication, one finds that stores 
with increasing sales volume have a relative advantage (i.e., 
smaller expense percentages), as regards the natural divi- 
sions, in 'salaries', 'rentals', 'advertising' and 'interest'. 
When considering the functional division of expenses, we 
find that the expense percentages are lower for the stores 
with increasing sales volume for all the functional 
divisions, with the exception of the functional divisions 
c direct and general selling' and 'delivery'. The conclusion 
which may be drawn from these data is that among the 
expenses of department stores those covered by the func- 
tional divisions 'direct and general selling' and 'delivery' are 
those which, in times of rising sales, have the most pro- 
portional character, i.e., have a tendency tajisp as rapidly or 
nearly as rapidly as the sales. 

In the case of a declining volume of sales we find similar 
fluctuations, but opposite in direction, the expense percent- 
ages of the natural divisions 'salaries', 'rentals', 'advertising' 
and 'interest', as well as all the functional divisions (with 
the exception of 'direct and general selling' and 'delivery'), 
increasing concurrently with a decrease of the sales volume. 

As regards the rate of stockturn, we find, as expected, 
that the stock has a tendency to turn faster with increasing 
sales and more slowly with reduced sales. 
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The influence of retail price rises and falls on the operating results 

The influence of retail price rises and falls on the operating 
results of department stores is the most potent which can 
be imagined. In fact, when considering the history of 
department stores, one sees that the most spectacular in- 
creases in profits from one year to the next have been 
caused by a sharp increase of the general retail price level, 
while on the contrary the most marked fall in profit has 
been due to a violent decline of the retail price level. 

This relation between price level fluctuations and profits 
is a consequence of the following fact: it costs as much for a 
retail store to sell a pair of stockings at, say, $0.80 as it did 
to sell it last year at $1.00, but the gross margin out of 
which all expenses must bo taken will be 20 per cent. less. 

The influence of an increase or decrease in the number of transactions 
on the operating results 

An increase or decrease in the number of transactions has 
a direct effect on the expenses of a department store, an 
increase in the number of transactions bringing an increase 
in the expenses, whilst a decrease in the number of trans- 
actions brings (or ought to bring) a decrease in the expenses. 
As a matter of fact, the expenses of a department store are 
more influenced by the fluctuations of the number of 
transactions than by the fluctuations of sales, as the latter 
are often caused by a fluctuation of the retail price level, or 
of the average amount per transaction, which are both 
without great direct influence on the expenses. 

Fixed expenses in "department stores 

We have just stated that an increase or decrease in 
the number of transactions has a greater influence on the 
expenses of a department store than an increase or decrease 
in sales. But neither an increase nor a decrease in the 
number of transactions brings a directly proportional 
variation of the expenses, because one of the main economic 
features of the department store is that a large part of its 
expenses are fixed. 

Such expenses as rentals, real estate costs (including 
property taxes), interest on funded debt, depreciation on 
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buildings and fixtures, insurance, are fixed, i.e., do not show 
fluctuations with changes in the volume of business. 

The same applies, if not to quite the same degree, to such 
items as the salaries of executives and key employees, and 
lighting, heating and cleaning expenses. 

As to the items of expense represented by the wages of 
the selling personnel and of the employees and workers of 
the non-selling departments (especially the following: 
receiving, marking, delivery, accounts payable, sales dis- 
secting, accounts receivable), these are semi-fixed or semi- 
variable, in the sense that they fluctuate with changes in 
volume of business, but relatively less than these changes. 

On the other hand there are items of expenditure, as on 
supplies and repairs (the latter mostly for psychological 
reasons), which are truly variable. 

The behaviour of sales promotion expenses depends 
mostly on the policy of the store. In many cases where an 
increase in volume is brought about by external factors (for 
example general business conditions) these expenses will 
tend to remain fixed. On the other hand, in the case of 
declining sales these sales promotion expenses can be 
variable when the management decides to budget them 
according to a fixed percentage of sales, but they can also 
remain fixed or even increase if the management decides to 
counteract the decline in sales by maintaining or even 
increasing its sales promotion expenses in absolute amount. 

In fact the experience of department store operation 
reveals that in a full-size department store the fixed expenses 
represent from 65 to 75 per cent, of tlj total expenses, at 
least when considering variations in the 'volume of business 
within a certain range (increase or decrease). In the case of 
an increase in the volume this is the range within which the 
additional volume of business can be mastered with the 
available personnel, equipment and premises, or with very 
small additions to them. 

It is this high proportion of fixed expenses which explains 
the sharp fall in, or even the elimination of, the net profit 
in periods of declining sales volume, and, on the other hand, 
the relatively great increase in net profit brought about by a 
relatively small increase in the sales volume. 
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However, when the fluctuations in volume exceed a 
certain range, the proportion given above for the fixed 
expenses ceases to be true, because the wages of the selling 
staff, and the expenses of a number of non-selling depart- 
ments, especially receiving, marking, delivery, accounts 
payable and accounts receivable, increase markedly and 
rapidly, while the depreciation expenses as well as other 
expenses also tend to rise. 

But even in that wider context of greater changes in 
volume the fixed expenses still represent from 25 to 35 
per cent, of the total expenses. 

Relation between the net results and the operating figures 

The following comparison is taken, as are the preceding 
ones, from the 1928 report of the Harvard Bureau of 
Business Research 20 . 

The available operating figures of American department 
stores are classified according to the rate of net profit or 
net loss as follows : 

(in percentage of net sales, except rate of 

stockturn) 
Department stores showing a 

Net profit Net profit Net profit 

Net loss less than 2 3.9 4 per cent. 

2 per cent, per cent, and over 

Gross margin 32.0 33.0 34.1 34.1 

Total expenses ... 34.2 31.8 31.1 29.0 

Net result 2.2 1.2 3.0 5.1 

Rate of stockturn ... 3.5 3.7 4.2 4.2 

While the perce^age of gross margin is greater for the 
stores with higher profit, the principal difference is in 
total expense ratio. The stores making the best profit were 
primarily those with the lowest total expense ratio. In 
considering the detailed expense figures reproduced in the 
publication quoted, one notes that the expense rates were 
noticeably smaller, in the case of the most successful stores, 
for the natural expense divisions "salaries', 'rentals*, 'adver- 
tising', and 'interest', and in the functional divisions 'ad- 

20 Harvard Bureau of Business Research: "Operating Results of 
Department Stores and Departmentized Specialty Stores in 1928", 
pp. 19-20. 
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ministrative and general', 'occupancy', 'direct and general 
selling', and especially 'publicity', whilst there was no 
marked difference in the expense ratios of the functional 
divisions 'buying and merchandising' and 'delivery' be- 
tween the stores of various degrees of profitability. Once 
again the significance of the stockturn as an index of profit- 
ability is confirmed, stores showing net losses commonly 
turn their stocks more slowly than do the stores showing a 
net profit. 

The occupancy expenses of department stores 

Nearly all expense items controlled by the store manage- 
ment function have markedly increased during the last 
decades before the second world war. This applies also to 
the occupancy expenses, on account of the growing require- 
ments of the department store line as regards the background 
upon which the business is conducted, of the rise in real 
estate values, and sometimes also of expensive real estate 
entanglements. 

But it is worthwhile to record, when measuring the 
relative position of department stores, that for the rentals 
or real estate costs, which represent the main item of the 
occupancy expenses, the data available show that in this 
respect the department store continues to maintain its natural 
advantage over its competitors by virtue of its extensive use 
of the cheaper upper floors. Thus the real estate cost of 
department stores represented on the average about four 
per cent, of sales, whilst in the specialty shop located in 
the central shopping section of great 4p t w;ns, rentals fre- 
quently represented between six and' ten per cent, of 
sales and reached still higher figures in the specialty chains. 
Even the unit price stores, which show smaller expense 
figures than the department stores for nearly every division 
of expenses, are not at an advantage as regards their rental 
or real estate expenses, for these are usually of much the 
same order as those of department stores. 

As already stated, this advantage of department stores 
lies in their use of the cheaper upper floors as selling 
premises, while the other forms of retailing are mainly 
using the expensive street floor. 
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It is worth while to note in this connection that the 
development of the escalator is likely to reinforce still 
further the position of the department store, ensuring an 
even better use by the clientele of those cheaper upper floors 
which play such an important role in the reduction of the 
average occupancy expenses of this form of retailing. The 
effects of this technical development, when folly exploited, 
may reveal themselves as more far-reaching than is com- 
monly imagined. 

'Economics of department store chains 

We have noted the appearance and expansion of the 
department store chains, those enterprises controlling and 
operating a number of department stores located in different 
towns. 

Perhaps it is only in the course of the last decades that all 
the implications of this form of business have started to 
be understood, and its advantages utilized in the develop- 
ment of the technique of central buying and central merch- 
andising. Those chains of department stores which have 
really adopted these methods (and they are still a minority) 
have obtained the reduced prices resulting from mass 
purchases and the elimination of the wholesaler. In doing 
this they have of course been obliged themselves to assume 
the function of the wholesaler; but and this is perhaps the 
real advantage of the chains of department stores it has 
soon emerged that the central buying and central merchan- 
dising organization of a chain is in a position to assume the 
function of the wholesaler at a smaller expense than a 
wholesale firm.**T?iese advantages of the chain of depart- 
ment stores, when it does a job of central buying and central 
merchandising, over the wholesaler, have been well sum- 
marized by Tornqvist 21 . The variety of different articles 
carried by the chain which has to deal only with its branches 
and which can therefore to a certain degree impose the 
assortment, is of necessity smaller than that of the assort- 
ment of a wholesaler, who has to consider the wishes of a 
greater number of different retailers, and this smaller 

21 G. Tornqvist: "Detaljhandelns Stordriftsformer", Stockholm 
1936, pp. 28-30. 
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assortment represents smaller distribution expenses and at 
the same time a greater concentration of purchases, i.e., 
more advantageous purchase prices. The closer contact 
between the chain and the branches than between the whole- 
saler and the retailer translates itself into central stocks of a 
smaller size, into more rapid and complete information on 
customer demand (quantities, varieties, styles, etc.) and also 
into smaller distribution expenses (the chain treating the 
branches as units of the firm, whilst the wholesaler has to 
consider the retailers as customers, which involves expenses 
of direct or indirect publicity, granting of unreasonable 
claims, loss of time due to politeness, conventionalities, 
necessity to visit the retailers one by one instead of gathering 
the representatives of all the branches to present them the 
assortment jointly, etc.). One must also take into con- 
sideration the elimination of credit extension and collection 
costs between integrated units. 

It has been estimated that because of the savings listed 
above, the cost of distribution of a chain of department 
stores (or a chain store) which effectively practises centra! 
buying and central merchandising represents, for its whole- 
sale function, only about one half of the cost of distribution 
of an ordinary wholesale firm. 

Such a chain of department stores is usually able to show 
a gross margin which is, other things being equal, higher 
than that of an individually operated department store. Its 
expenses are also higher, as a chain of department stores 
performs to a greater degree wholesaling functions, the 
cost of which is included in its gross margin v But, as already 
stated, because of the greater efficiency of the chain of 
department stores over the wholesaler, this increase in the 
expenses is not as great as that of the gross margin. 

Further, besides the decrease in expense brought about 
by the integration of the functions of retailing and whole- 
saling realized in the chain of department stores with central 
buying and central merchandising, there is also an increase 
of efficiency caused by the more effective co-ordination 
between the production and distribution activities, and by 
the possibility of utilizing the abilities of the specialists 
within the organization to better advantage. 
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Thus the chain of department stores represents a more 
profitable form of operation than the individually operated 
department store, on account of its superior buying power 
and lower expenses. 

In practice, this advantage has not been gained by all 
chains of department stores but only by those which have 
really exploited the possibilities afforded by that form of 
enterprise; which are operated along the principle of central 
buying and central merchandising; and in which the central 
organization does not confine its activity simply to receiving 
and retransmitting the orders of the branches, but co-oper- 
ates actively in the planning and determination of these 
orders so as to achieve the necessary degree of standard- 
ization in the assortment, and to ensure the discounts which 
result from large single orders 22 . 

But there are still a number of chains of department stores 
which are not operated along these lines and are thus not 
in a position to make full use of these natural advantages. 
In several cases the cost of distribution of these chains of 
department stores is not less than that of the individually 
operated stores, but is on the contrary more, because these 
firms, instead of adopting frankly the principle of central 
buying and central merchandising, have created a central 
buying organization while maintaining the former buying 
organization in the branches, so that they have to bear the 
expenses of two buying systems instead of one 23 . 

Finally a few words must also be said on a factor which, 
at the time of the creation of the chain of department 
stores, was suppo^d to represent an appreciable advantage 
but which has revealed itself inoperative. Taking into 
consideration the fact that fashion took from six months to 
a year to penetrate from the capital or the fashion centres 
to the provincial towns, some of the early promoters of the 
chains counted on that lag of time to solve the problem of 

" Alfred L. Tietz: "Betriebsformen des Grosseinzelhandels. Vier 
Vortrage iiber den gegenwartigen Stand und die Aufgaben des Gross- 
einzelhandels", Berlin 1931, p. 27. 

23 Harvard Bureau of Business Research: "Operating Expenses of 
Department Stores and Departmentized Specialty Stores in 1928", 
p. 21. 
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mark-downs: the goods which would be out of fashion in 
the main store would be shipped to the provincial branches. 
Experience has shown that the whole system fell down, 
partly on account of the speed with which fashion travels 
nowadays, partly for other reasons. As a matter of fact 
when a chain of department stores has a main store in 
the capital and branches in the provinces, movements of 
merchandise between the branches, if they take place at 
all, are more likely to take place from the branches in the 
direction of the main store, which being located in a great 
city has better opportunity to organize on a large scale the 
special sales necessary to get rid of the remnants. 

Department stores and the various forms of integration 

As a conclusion to this chapter we find it advisable to 
consider the department stores from the point of view of 
the kinds and degrees of integration which they represent. 
As a large-scale enterprise is in fact always an example of 
integration under one form or another, a review of that 
type of enterprise from that angle will offer a convenient 
way of summarizing its economic characteristics. 

According to the definitions developed by Professor 
D. H. Robertson and Professor P. Sargant Florence, we 
will make a distinction between horizontal, lateral, vertical 
and diagonal integration. 

Horizontal integration considered not as the diversifica- 
tion of the line of products but as the mere increase of the 
scale of operation in a given field, i.e., producing or dis- 
tributing the same product or line of products, but on a 
larger scale, finds (as already noted) littl'e application in the 
single department store. But it is encountered in the chain 
of department stores which can reach volume in many lines 
of products on account of the duplication of the same selling 
department in several branches. 

On the other hand, lateral integration, in the sense of 
product diversification, i.e., the production or distribution 
of different lines of merchandise by the same enterprise, is 
the very essence of the department store in all its forms 
(single stores or chains of department storesV As is known, 
it is this gathering of a great number of different lines of 
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merchandise under the same roof which has represented the 
great element of customer attraction and sales promotion 
of the department store. The department store has been 
one of the illustrations of the fact that in the commercial 
field the appeal of a full line (in this case of complementary 
lines) makes the whole more powerful than the mere sum of 
its parts. 

It is also this aggregation of different lines of merchandise 
in department stores which alone has made possible the 
creation of retail stores of a large unit size at a time when 
chain stores were still in their infancy, and allowed some 
retail firms, the department stores, to profit by many of 
the advantages of the large-scale enterprise 24 . New lines, 
i.e., new selling departments, were readily added with the 
feeling that any such addition would contribute to spread 
the existing overhead expenses on a wider basis. 

In their search for expansion the creators of the first 
department stores, which were nearly always single stores 
catering for a given community, have soon found that 
beyond a certain point intensive development, in the sense 
of great and rapid sales increases in the lines already carried, 
was impossible, and they turned to extensive development 
by means of lateral integration, i.e., by means of a greater 
diversification of the lines of goods distributed. 

However, with time, with the development of the chain 
stores, we have witnessed the creation of a different type 
of large-scale enterprise, the firms which do not need to 
use the resources of lateral integration, in the sense of a 
wide range of different lines of goods, in order to attain a 
great size. TKese firms have grown without using lateral 
integration, by multiplying the number of their branches 
without widening their assortment. In doing so, they may 
have forsaken the advantages of lateral integration but 
they have reaped other advantages, such as a greater con- 
centration of buying power and a greater specialization of 
their personnel. 

As to vertical integration, one may note that hardly any 
department store confines itself to the retail level, but 

a * E. J. B. Lloyd: "The department store as a method of retailing", 
The Liverpool Trade Review, January 1953. 
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undertakes, partly or wholly, some activities which are 
usually connected with the function of the wholesaler. 
This integration of the retail and of the wholesale levels is 
most pronounced in the large chains of department stores 
and we have pointed out in the preceding paragraph, 
devoted to the chains of department stores, how such large- 
scale enterprises engaged in the field of distribution, and 
which integrate the retail and wholesale levels, may elimin- 
ate or simplify a number of commercial acts. 

There are also some cases where vertical integration 
extends over three levels : retailing, wholesaling, and manu- 
facturing, with a department store controlling manufactur- 
ing interests. There are still examples of this nowadays, 
mainly in the men's wear, women's wear and furniture 
fields. But these vertical integrations on three levels are 
relatively rare in the department store field and one may say 
that the trend during these last decades has been in the 
opposite direction, i.e., several department stores have 
liquidated their interests in the manufacturing field, as 
they have found that such an extension of their activity to 
manufacturing was a source of weakness rather than of 
strength, except perhaps in times of great difficulties of 
supply, as in war periods. 

Such extensions to the manufacturing sector usually 
spread the energies and the mental resources of the manage- 
ment over too wide a field. Furthermore manufacturing in 
such "captive" manufacturing units, working only or 
mostly for a single retail firm, cannot always attain the 
scale where economic production is possible. In fact the 
two preceding factors are connected. Either the manufactur- 
ing unit produces only or mainly for the department store 
which controls it, and, in so doing, cannot reach the scale 
of economic production; or the manufacturing unit pro- 
duces on a scale where economic production is possible. 
But in this latter case a major part of the production has 
to be sold to outsiders, with the consequent creation of new 
problems of merchandising and marketing which distract 
the top managers of the department store from their main 
mission. 
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There is another factor perhaps more peculiar to such 
fields as clothing and home furnishing where the elements 
design, fashion and style play a dominant role, and which 
counteracts vertical integration up to the manufacturing 
level. As is known, in industry this vertical integration 
upwards often takes the following form. An industrial 
enterprise will acquire or create a subsidiary firm which 
will supply the main enterprise with a raw material or a part 
entering into the manufacture or the assembling of its own 
product. But this subsidiary firm will be selected or de- 
signed so as to have a capacity of production which rep- 
resents, say, 60 per cent, of the consumption of the mother 
firm in times of great activity, the remainder (i.e., the 
other 40 per cent) being still bought from outside, in- 
dependent, suppliers. This enables the mother firm to 
reduce and even to stop its purchases from outside sources 
in times of business depression and to concentrate its 
purchases on its own subsidiary, which will thus continue 
to work at full capacity even in times of depression. The 
burden of maintaining an excess capacity of production in 
times of reduced economic activity is thus thrown on the 
outsiders. As is known, this set-up is found, and this policy 
followed, by several industrial firms. 

But in the department store line such strategy is hardly 
possible on account of the predominance of the factors 
design, fashion and style. Thus, even (indeed especially) in 
times of depression, a department store which would have 
planned a scheme and a policy similar to those we have just 
evoked in the case of a manufacturing firm, would not be 
in a position to reserve its purchases entirely or even pre- 
dominantly to its own manufacturing subsidiary. In a field 
as versatile and changeable as the one of fashion goods, and 
in a market as competitive as the retail market, one is 
obliged to buy always from the best supplier, and in such 
lines it is rarely the same firm which is the best for a long 
time. 

In fact, the main drawback of the ownership by depart- 
ment stores of their own manufacturing resou rces has been 
found to be the reduction it causes in the liberty of choice 
of the buyers or department heads as to the selection of 
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their sources of supply, and this has shown itself to be a 
major handicap in a field like clothing and house furnishing 
where competition is so active and success often so short- 
lived. 

Thus the production activities of department stores are 
usually limited to minor fields, such as some alteration and 
repair workrooms, or such auxiliary activities connected 
with the food trade as baking, confectionery-making, tea- 
blending, or coffee-roasting. 

But it is interesting to point out that while the present 
tendency of large-scale retail enterprises, including depart- 
ment stores, is towards the abandoning of the manufacturing 
field, there are, in the case of some very large chains of 
department stores and of large chains of variety stores, a 
tendency towards vertical integration into the manufac- 
turing field, but under a new form. These large-scale 
retailers do not manufacture, they buy their goods from 
independent suppliers; but they nevertheless penetrate in- 
directly into the field of manufacturing through the in- 
fluence which they exercise by means of co-operation 
between their own experts and the manufacturers. This 
co-operation takes the form of advice and recommendations 
in matters of design, creation, product simplification, 
industrial engineering (planning, tooling, job simplification) 
and cost accounting. 

While vertical integration was always viewed until now 
in the form of acceding to and gaining financial control of 
a new level in order to reduce costs or to increase profits, 
there is here a new form of vertical [ntegration, where 
greater efficiency by means of betted synchronization 
between various levels is attained by the extension of free 
co-operation in the form of specialized knowledge without 
any actual penetration by means of financial control. 

Finally diagonal integration, in the sense of the provision 
within the enterprise itself of auxiliary services to the main 
functions, finds numerous applications in department stores. 
The existence of so many different lines of merchandise 
serves to create a demand for auxiliary services, which 
reaches sufficient strength and continuity to be centralized 
and efficiently performed in the firm's own ancillary 
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services as for example an advertising department (in- 
stead of the services of an outside advertising agency), 
display department, delivery department, maintenance de- 
partment, statistical machines department, research depart- 
ment, etc. In some cases the firm will even have its own 
power plant and its own printing plant. 

As to the influence of the economic conditions on in- 
tegration in the department store field, one may note that 
times of depression, like the 1930*8, have induced the 
department store to retreat along the road of vertical in- 
tegration, by liquidating some of its manufacturing in- 
terests. These are times when the possession of a manu- 
facturing unit is often a handicap, as similar goods can be 
bought at smaller cost from outside manufacturers selling 
at no profit or even at loss. On the other hand, such times 
of depression work differently on lateral integration, which 
may progress on account of the efforts of department stores 
to maintain their shrinking volume of sales by entering into 
new lines of trade. Thus on the Continent several depart- 
ment stores have really entered into the food line in the 
I93o's. Conversely, a time of pronounced boom and 
seller's market somewhat temporarily revives the interest 
of department stores in vertical integration and in the 
manufacturing units which they still own, and reduces their 
interest in further lateral integration. 
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THE ECONOMIC AND SOCIAL INFLUENCE 
OF THE DEPARTMENT STORE 

*jB#/ the Bazaar is a factory: it has taken unto itself the several 
phases of the economic circuit \ and now contains them all. And it 
is also a factory of smiles and visions ', of faces and dreams of life, 
surrounding people with the commodities for which they live, holding 
out to them the goals for which they struggle. What factory is 

feared so deep and direct with what people want and what they are 
ecoming? Measured by space or measured by money, it is the 
greatest emporium in the world: it is a world . . / 

C. Wright Mills. 

IF the department store is in itself the result of changed 
material conditions, it has not failed to influence in its 
turn the economic and social evolution of our age, by its 
existence and by the movements it has initiated. 

It is the influence of the department store in the economic 
and social field that it is proposed to consider here in a rapid 
survey. 

'The department s fore's coverage 

Under the term department store's coverage we under- 
stand the degree to which department stores cover the retail 
market, i.e., in fact that proportion that the total sales of 
all the department stores represent in the total retail sales. 

The data available on this question which refer to the 
1930*8 are as follows : *, 

Turnover of department stores as a 
percentage of the total retail trade 
of the country 



France ... ... 


-> r* 

5 
4-5 
7-5 
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3 
4 
9 









Germany 


Great Britain 
Spain ... ... . . 


Sweden ... 


Switzerland 
USA 





* See footnotes on opposite page. 
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As one can see, the sales of department stores represented 
a relatively small percentage of the total turnover of the 
retail trade of the various countries. 

However, one must take into consideration the fact that 
food lines, which account for nearly 50 per cent, of the 
total retail trade turnover, are only slightly represented in 
department stores. 

Actually a study of the coverage of the department store 
ought to be limited to the clothing and home furnishing 
lines, which represent about 80 per cent, of department 
store sales. 

It must also be borne in mind that department stores are 
a form of retailing not found in the country, the villages or 
very small towns. If we v therefore determine its coverage 
by confining ourselves to towns above a certain size and 
to the clothing and home furnishing trade, we find that 
the coverage of department stores is then around 30 per 
cent, in America and between 10 and 20 per cent, in 
Western Europe. 

In some specific lines, such as piece goods and women's 
and children's clothes, the coverage of the department 
stores is even greater. 

The conclusion is, nevertheless, that the degree of con- 
centration reached in retailing is smaller than in industry 
or in finance, as in this field the traditional forms of dis- 
tribution, i.e., the small shopkeepers, still account for more 

1 J. Hirsch: "Skandinaviske Detailhandels-Normtal", Copenhagen 

1938, p. 93- 

2 Forschungsstejle fiir den Handel: "Der Einzelhandel in Frank- 
reich", Berlin 1930, p. 117. 

3 International Chamber of Commerce: "Europe United States. 
Distribution Problems", Paris 1931, p. 93. 

4 H. Smith: "Retail Distribution", London 1937, pp. 49-51. 

5 J. Hirsch: "Standard Figures of Scandinavian Distribution", 
Copenhagen 1938, p. 21. 

6 Eidg. Preisbildungskommission, Bern 1933. 

7 The American statistics for 1928 and 1929 gave the share of de- 
partment stores in the retail trade of the, United States as 15-16 per 
cent, but these percentages are exaggerated, as they include, beside 
department stores, general merchandise stores and variety chains. 
The American Business Census of 1933 gives, more correctly, the 
share of department stores as 9 per cent. 
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than half the total retail sales. Retailing is, as a matter of 
fact, one of the fields where monopolistic or quasi-monopol- 
istic situations are unknown. 

It has been stated that in the long run, in every line of 
business, competition determines which type of business is 
to survive. It appears that in the field of distribution, unlike 
some lines of production, there is place for both large and 
small units. As recently stressed by John Ramage: "The 
justification for active competition between the large num- 
oer of retail shops of differing type and size is that it enables 
the diverse needs of consumers to be met . . . Shops are 
not alike in size, appearance, in the services they offer or 
in the goods they expose for sale because of the immense 
variety and diversity in the needs and tastes of consumers. 
Rival shops do not merely compete: they complement 
each other" 8 . 

The department store and industry 

The department store has played a not negligible part in 
the development of modern industry, in those branches of 
industry devoted to the manufacture of consumption goods. 
It has assisted in awakening needs without which a whole 
series of productive processes would perhaps not have got 
beyond the small craftsman stage. 

Certain branches of industry are, in fact, indebted to the 
department store for their present development. This is 
particularly the case with the clothing industry. The vast 
majority of women's garments were, until the middle of 
the igth century, made at home either by the customer or 
by a dressmaker. As for men's clothing, people who were 
comfortably off ordered their clothes from their tailor, while 
the others bought theirs at a second-hand clothes shop. 
The great development of making and selling ready-made 
clothing for women and men was, for the most part, the 
result of the activities of the department stores, which 
started and popularised ready-made clothing 9 . Thus, in 

8 The Fortnightly Review of the Drapers' Chamber of Trade, 
London 28th August 1953. 

9 F. Ambrifcre: "La vie secrete des grands magasins", Paris 1938, 
p. 22. 



ECONOMIC & SOCIAL INFLUENCE 119 

Paris, from 1860 to 1890 (that is to say, during the period 
of expansion of the department stores), the number of 
people earning their living from the clothing industry was 
almosf quadrupled 10 . 

In the same way, in the field of the furniture industries, 
the department stores have placed all sorts of articles within 
reach of a large public. 

Thanks to their contacts abroad, their experience and 
their documentation, department stores have also, in 
several countries, played a considerable part in developing 
the production of goods for which those countries were, 
until then, dependent on foreign manufactures. For example 
in France, it was they who assisted in the creation, in the 
second half of the igth century, of the carpet industry, 
making goods which France previously imported from 
England 11 ; in collaboration with French manufacturers, 
they replaced the toys from Nuremberg; they participated 
in the development of the French knitwear industry to 
break the virtual monopoly which Berlin and Chemnitz 
had held for decades 12 . 

In Germany it was thanks to the action of the department 
stores that certain industries, for example those of house- 
hold utensils and furniture, were able to switch their 
manufactures into new directions and thus to reach and 
satisfy the needs of the great masses 13 . 

It must also be noted how, by their methods of sales 
promotion, department stores have ensured to certain 
branches of industry, particularly to the textile industry, 
a much wider mgrkot than that which these industries would 
have had to accept, had they merely depended on more 
traditional forms of retail trade to provide them with 
facilities for disposing of their products. As will be em- 
phasised in a later chapter, different branches of activity are 
today engaged in a veritable struggle to ensure for them- 

10 G. Michel: "Le commerce en grands magasins", Revue des Deux 
Mondes, 1st January 1892, p. 151. 

11 G. Michel: p. 147. 

12 G. d*Avenel: "Les Grands Magasins", Revue des Deux Mondes, 
Paris I5th July 1894, p. 346. 

18 J. Hirsch: "Der moderne Handel", Tubingen 1925, pp. 224-225. 
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selves as large a portion as possible of the purchasing power 
of the public. There is indeed no doubt that by their 
methods of publicity, presentation and sales, department 
stores have prevented the portion accruing to the textile 
industry from being reduced by exaggerated proportions. 
Industrialists have been well aware of this influence. Thus, 
it was that, when in 1936-1938 the French department 
stores found themselves facing difficulties because of the 
charges to which they were subjected, the French textile 
industry was disturbed and declared that a diminution of 
the sales of the department stores would not be entirely 
compensated for by any increase in the sales of other forms 
of distribution, and would eventually result in a reduction 
in the French consumption of textiles. 

From this point of view one may compare the department 
store to a locomotive pulling a train composed of wagons, 
each of which represents a line of industry: textiles, dress 
accessories, home furnishings, etc. If the locomotive slows 
down the whole train follows the change in speed. 

One may also say that the department store has succeeded 
in re-establishing a balance between production and dis- 
tribution which had been destroyed. For the erstwhile 
situation, in which the small trader did business with a 
craftsman or with a small undertaking, the industrial revo- 
lution substituted at the beginning a new situation, in which 
the small retailer found himself up against more powerful 
industrial or wholesaling enterprises. The department store 
has established once more the equilibrium. There appeared 
with it a form of distribution which was in a position to deal 
on equal terms with industrial undertakings'. 

But, with time, we have witnessed a new evolution. The 
large-scale manufacturer is, thanks to his elaborate market- 
ing organisation, in a position to serve not only the large- 
scale retailers, but also (and one may even say, especially) 
the small-scale retailers. 

On the other hand, the small-scale manufacturer, who 
often experiences difficulties in reaching the retail market, 
especially the small retailers, finds in the large-scale retailers, 
with their merchandising organizations, the best channels 
for marketing his products. The development of national 
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brands and resale price maintenance by important manu- 
facturers has made this tendency even more noticeable: the 
large-scale manufacturer counts on selling to the great 
number of small retailers whom he is in a position to reach 
and serve, as much as to the large-scale retailers. 

Department stores have made a contribution to the 
consumer goods industry by putting at its disposal their 
creative energy, their foresight and their strength in 
organizing and distributing. Very often their buyers 
have been a driving force behind the manufacturers. 

"Retail trade is in the habit of ordering in small amounts 
not long before delivery. In addition, and often because of 
local circumstances rather than as a consequence of adapting 
itself to the desires of consumers, it demands very varied 
models for the same article. The result is that the manu- 
facturer cannot adopt a regular rhythm of manufacture and 
is obliged to produce small amounts of different types of 
goods, conditions which prevent him from obtaining his 
minimum cost price" 14 . 

The department store, on the contrary, by its methods of 
merchandising, by its buying and assortment plans, by the 
orders it passes in advance in bulk, has facilitated the task 
of the industrialist and permitted him to prepare his manu- 
facturing programme and to organize his production in the 
most economical way and with longer runs. 

It is the influence of the large department stores and 
of the chain of department stores (besides, of course, 
that of chain storey and unit price chains) which has been 
especially felt In this direction. These large-scale merch- 
andising organizations have often used their massive pur- 
chasing power to offer manufacturers contracts for continu- 
ous operations or orders which can be made complementary 
to their other operations or orders. When one knows the 
importance of capacity utilization and of fixed costs to 
modern industry, one understands the opportunities which 
exist in this direction. Some spectacular price reductions 
of articles which used to belong to a definite price level, 

14 P. Laguionie: "Organisation de la distribution au detail", Paris 
1938, p. 7. 
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are due to this use by large-scale retailers of the character- 
istics of modern industrial economics. The chain of depart- 
ment stores is in a specially favourable position to exercise 
bulk bargaining power, and to reduce manufacturing costs 
by the facilitation of long runs. 

On the other hand, for an industry concerned with the 
production of consumer goods and above all the production 
of fashion goods, one of the most exacting of its activities 
consists in anticipating future tendencies of the market. 
There too, the orders from department stores are a valuable 
indication, for it is on these orders that the industry bases its 
forecasts of market trends not the trends of the advance 
guard, but the trends which will be followed by the greater 
part of the market. 

Finally, the special sales events of the department stores 
very often permit the industrialist to dispose of stocks still 
on hand, or to provide work for his establishment during 
periods of lessened activity. 

Representing an integration of wholesale and retail under- 
takings, employing the speediest methods of observation 
and exploitation, the department store measures the real 
needs of the consumer, stimulates and orientates the pro- 
ducer. As the head of a large Belgian commercial enterprise 
has remarked: "Between, on the one hand, the old concep- 
tion of trade as the prolongation of production, and on the 
other hand, distribution in the modern sense which, revers- 
ing the roles, proceeds from a study of consumption in order 
to condition production, there is the difference which dis- 
tinguishes empiricism from method"' 15 . 

Sir George Schuster most appropriately defined the role 
of department stores in this connection when he said that 
the task of these undertakings consisted of "interpreting and 
orientating the demand of consumer markets and transmit- 
ting this demand to manufacturing industry in the form of 
orders conceived and handled in such a way as to encourage 
production under the most economical conditions". 

15 E. Bernheim: "La distribution des marchandises", Brussels, 1937, 
p. 6. 
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The influence of the department store on markets 

When trying to discover the influence of department 
stores on markets, as well as on the purchasing and con- 
suming habits of the public, it must first of all be said that, 
by its working methods, not only its fixed and marked 
prices, but also by its principles of free entrance and by its 
advertising, the department store has reduced the differ- 
ences in price which previously existed for identical or 
similar articles. 

It has produced a sort of levelling of prices which has 
been to the public advantage. One might even go so far as 
to claim that it is the department store which has given to 
the clothing and furnishing trades the character of a real 
market. In order that the law of supply and demand should 
work freely, in order that for a given article prices should be 
established which, if not identical, are at least in proximity, 
it is necessary that certain conditions of publicity be ful- 
filled, that certain possibilities for making comparisons be 
assured to the public. There is no doubt that the shopping 
habits which the public have been able to contract, thanks 
to the principle of unrestricted entrance, as well as that kind 
of permanent quotation represented by the advertising 
insertions of the department stores, have played an essential 
role in this evolution, and that numerous abuses which 
could have lasted only if the public had not been completely 
informed, have been eliminated. 

For the rest, it is to the department stores that we owe the 
tendency of feminine customers not to make any purchase 
until they have made comparisons in price and quality 
between competing houses. But the department stores 
have also supplied the needs of quite a oifferent sort of 
clientele, those who desire to buy without devoting too 
much time to the choice of their supplier. As Colson 
remarked, "the good or bad reputation of an undertaking, 
of which the name is in keeping with the extent of its opera- 
tions, guides the purchaser who has not the time to make 
these comparisons for himself" 16 . 

It is also relevant to remark that the department stores 
have helped to give, by the rapid succession of goods they 
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offer and by the quickened tempo which they have effected 
in fashions, a more dynamic character to the market. They 
have led the public to visit the stores at shorter intervals, 
to make their purchases more often, instead of allowing 
their needs to accumulate and their purchases to be made on 
widely-spaced visits. In this way, they have their share of 
responsibility for the greater mobility of social custom 
which characterizes our time. 

As far as relations between the customer and firm are 
concerned, there is no doubt that the department store, 
compared with older forms of retail trade, has brought 
with it a certain 'depersonalization' of the sales transaction. 
The relations between customer and sales assistant, or 
between customer and firm, have a much less personal 
character in the department store than in the specialty 
shop or the small undertaking. 

This depersonalization of the sales transaction has its 
unfavourable aspects; but it also presents some advantages. 
It often guarantees a more equal treatment of all customers. 
This has often been seen during the difficult years of the 
second world war. During this period of shortage of 
goods, the customer often had the feeling that she was 
treated less highhandedly and was less at the mercy of the 
whims of the salesman in the department store than in the 
small retail undertaking 17 . 

The social effects of the department store 

In considering the social effects of the department store, 
one is inclined to attach the greatest importance to the 
contributions which they have made to;the-transformation 
in the way of life of the greatest strata of the population, a 
transformation which will remain the one great social fact 
of these last 100 years. 

"The principal cause of the success of the department 
stores," declared G. Michel as early as the end of the last 

16 C. Colson: "Cours d'conomie politique", Paris 1903, IV, p. 236. 

17 See on this subject the very significant results obtained from an 
inquiry based on the population of Belgium in 1946 and carried out 
by the Belgian Institute of Economic and Social Information. Pub- 
lished in "Opinion Publique et Marches", Brussels, April-June 1946, 
pp. 14-19. 
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century, "is that their founders understood that, to a new 
social system whose needs and habits were changing, it 
was necessary to offer, on the best possible terms, means of 
satisfying tastes for elegance and comfort unknown to 
previous generations" 18 . 

By using new principles of merchandising and of com- 
mercial policy, the department stores placed within reach 
of the public a whole series of articles which had, until 
then, been reserved for those classes that were most well-off. 
They have assisted in spreading the sense of comfort and 
the taste for luxury. To use the expression of Emile Zola, 
"they have democratised luxury". 

G. Michel demonstrated this role of the department stores 
by examples in 1892. "Twenty-five years ago," he wrote, 
"a pair of skin gloves of good quality cost six francs, 
today the same pair of the same quality is sold for four 
francs, and it is made in a whole series of lower qualities, 
of which the price goes as low as 1.50 francs. It is the same 
in all the special lines without exception". 

The department stores have thus lowered the price of a 
number of articles, by turning to good account new pro- 
ductive processes. They have treated' articles in such a 
way as to give them a particular character. Finally, by their 
sales promotion activities they have created vastly aug- 
mented public needs and won over the customers to new 
consumption and to the use of articles about which they 
previously knew nothing. 

This action has resulted in a reduction in the difference 
between the mDdes of existence, and even the appearance 
and outlook, of the different classes of the population. 

"Before the war of 1914," wrote P. MacOrlan, "I lived 
on the banks of the Seine, in front of the Javel quarter. 
Every morning very early I was in the habit of taking my 
little fox terrier for a walk. It was just at the time when the 
factory whistles and sirens rent the melancholy heavens 
with their joyless appeal. I met on my way workers of 
every age, young and old, who were hurrying spiritlessly 

18 G. Michel: "Le commerce en grands magasins", Revue des Deux 
Mondes, Paris 1st January 1892, p. 138. 
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towards the groaning ill-tempered signal. All the women 
were marked by life, a hard, unsatisfying and even pointless 
life. With their hair tight, their shoulders covered with a 
shawl of indeterminate colour, the rest of their clothes 
completely devoid of personality, they were the sort that 
Steinlein used so often to draw sympathetically and lovingly. 
When I came back from the war, everything in the morning 
picture of my district had changed. Pretty girls, neat and 
stylish girls with short hair, many of them with their heads 
covered by a little 'cloche', their stockings straight, were 
on their way to the same factory, the same office. It seemed 
to me that something had changed, at least in appearance. 
It is certain that the department stores are at the root of 
this transformation. In my opinion, their greatest claim to 
recognition lies in the fact that they have succeeded in 
giving a particular character to things which, until then, 
seemed to be impervious to all style" 19 . 

Ambriere quotes for his part a great industrialist, a 
character in a modern comedy who cried: "All is lost! My 
employees are dressed like I am". And in fact today the 
head of a business and his secretaries look as though they 
have the same tailor, the typist rivals in elegance the boss's 
wife 20 . Ambrifere further declares that at the root of this 
outward levelling-off there is the activity of the department 
stores. 

We will confine ourselves to noting that one of the 
main characteristics of our time resides in the fact that some 
fashions, some needs, some events which in former days 
reached or affected only a small minority of an elite, today 
touch a much wider circle. 

But the department store has not only reduced the existing 
difference between the modes of life of the various classes of 
the population. It has also approximated the modes of 
existence of the various parts of the country, diminished 
the contrast between the capital and the provinces. Madame 
Marcelle Tinayre declared that the transformation that 

10 P. MacOrlan: "Le Printemps", Paris 1930, pp. 88-90. 
80 F. Ambrifere: "La vie secrete des grands magasins", Paris 1938, 
pp, 224-225. 
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occurred in provincial life was above all due to the auto- 
mobile and the department store catalogues 21 . 

Some approve of this influence, saying that the depart- 
ment .store has thus contributed towards the broadening of 
the horizon of part of the public, towards the elimination 
of barriers between the different sectors of the population. 
Others reproach the department store with having had its 
share in the responsibility for spreading this contagious 
influence from the big cities to the small towns, from the 
small towns to the country, with the result that part of the 
population has contracted the habit of living above its 
means. 

This last influence has been brought to light by Emile 
Zola, who remarked that the first department stores, by 
their processes of selling and of presentation, have not 
only awakened new desires, but have represented a strong 
temptation for the public. "It is the woman for whom the 
competing department stores contended among themselves, 
the woman whom they continually caught in the snare of 
their special offers, after having rendered her dazed and 
stupefied in front of their displays. They were a huge 
temptation to which she succumbed fatally, yielding first 
of all to the purchases of a good housewife, then being 
won over by attractive stylishness, and finally being 
devoured" 22 . 

One may however note that this race, this struggle for 
the consumer's money, has not been restricted to the 
department stores, nor even to retail trade as a whole. It 
extends today to aJJ fields of human activity. Railway and 
shipping companies, travel and tourist agencies, the elect- 
rical and automobile industries and many other branches of 
economic life have entered the lists to ensure for themselves 
as large a share as possible of the purchasing power of the 
public. 

More recently, an American sociologist, C. Wright Mills, 
has commented as follows, on a higher plane, on the socio- 

21 F. Ambrifcre: "La vie secrete des grands magasins", Paris 1938, 
p. 78. 

22 Emile Zola: "Notes de travail sur les grands magasins", Com- 
plete works, Volume 12, p. 467. 
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logical role of the department store: "In organizing the 
fetishism of commodities the Big Bazaar has made gods out 
of flux itself. Fashion used to be something for uptown 
aristocrats and had mainly to do with deities of dress* But 
the Big Bazaar has democratized the idea of fashion to all 
orders of commodities and for all classes of worshippers. 
Fashion means faster turnover, because if you worship the 
new, you will be ashamed of the old. In its benevolence, 
the Big Bazaar has built the rhythmic worship of fashion 
into the habits, and looks, and feelings of the urban mass : 
it has organized the imagination itself. In dressing people 
up and changing the scenery of their lives, on the street 
and in the bedroom, it has cultivated a great faith in the 
Religion of Appearance" 23 . 

The department store and real-estate values 

If department stores have not always been in at the 
beginning of the creation of those districts which con- 
stitute the commercial centres of cities, they have, by their 
presence and development, assisted in raising the value of 
these centres and they have conferred upon them a much 
greater stability. 

In the majority of cities, one finds in practice a main 
street or a group of main streets which represent the com- 
mercial heart of the community. There the majority of 
department stores and the best known specialty shops are 
grouped. There are, for example, Oxford Street in London, 
Fifth Avenue in New York, the Rue Neuve in Brussels, the 
Bahnhofstrasse in Zurich, Str0get in Copenhagen, the 
Kalverstraat in Amsterdam. 

In Paris, one cannot properly speak of a single com- 
mercial centre, but rather of several commercial centres of 
which some are disposed round a department store. 

There is no doubt that, by their presence and their 
development, the department stores have brought about a 
great increase in the value of the ground and the commercial 
sites, not only of the properties which they occupy, but also 
of the neighbouring properties, and even of the whole of 

as C. Wright Mills: "White CollarThe American Middle Classes", 
New York 1951, pp. 168-169. 
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that part of the town in which they are situated. Their 
disappearance or even their decline would lead to a deprecia- 
tion in real-estate values, which would amount to sums many 
times .greater than the capital invested in the department 
stores themselves. 

Furthermore, the department stores have not only con- 
tributed to set a value on real-estate: their existence has 
helped to give property values a greater degree of stability. 
These centres of commerce are not, of course, unalterable. 
In all the big cities it can be seen how the commercial centre 
tends to change its place. This migration is, for example, 
particularly striking in New York, where lower Fifth 
Avenue is losing its importance in favour of the upper end 
of the same thoroughfare. In Paris, the Louvre-Chatelet 
district lost its former importance in favour of the Opera- 
St. Lazare district, and the latter in its turn lost part of its 
attraction to the Champs-Elysees quarter. But without the 
department stores, this migration of the commercial centres 
inside cities would be still more rapid and more marked 
than it is. The existence of the department stores assists in 
giving a greater stability to real-estate values and in pre- 
venting the migration of commercial centres, with the 
consequent depreciation in value, from being carried out at 
too rapid a pace. 

The part played by the department stores in maintaining 
real-estate values, may be demonstrated by reference to 
any of the great cities. A typical example was pre-war 
Berlin. The extraordinary development of the west part 
of the town had affected the former commercial centre 
situated around th'e Leipziger and the Potsdamerstrasse. 
The experts of the Berlin property market asserted that 
only the existence in the old business quarter of the two 
department stores, Tietz and Wertheim, prevented a vertical 
fall in the value of the business established in this sector 24 . 



24 M. Oxborn: "Stadt und Warenhaus, ein Beitrag zur boden- und 
baugeschichtlichen Entwicklung", Berlin 1928, p. 126. 



VI 
THE FUTURE OF THE DEPARTMENT STORE 

TN this last chapter we intend to review the positive and 
JL negative aspects of the present-day department store 
and to consider in the broadest outline the nature of its 
problems and its capacity to meet the needs of the future. 

The problems we have selected, each of which may well 
occupy a different place in the order of priorities and 
urgencies of the various stores, are, we believe, those which 
deserve particular attention. 

As regards the measures proposed to overcome the 
corresponding difficulties, they consist, as will be seen, not 
in a servile imitation of the newer forms of distribution, 
but rather in efforts to grasp all the opportunities inherent 
in the make-up of the department store, so as to turn these 
natural assets to practical account. 

Before proceeding, however, with this review we must 
try to outline the probable frame in which the department 
stores are going to operate and the new influences which 
are likely to be felt in the field of distribution. These under- 
lying trends and these new forces coming to the surface are 
matters of profound significance, as we have reached a stage 
where, as noted by Hypps, more than 50 per cent, of the 
elements working for the success or failure of a business 
originate outside the enterprise. 

Background 

While it is not possible to determine with any accuracy 
the background against which the department store is going 
to operate in the coming decades, a few probable factors 
may nevertheless be singled out. 

One may, for example, predict with certainty that motor 
car transportation will reach in Western Europe an even 
higher pitch of development than heretofore. The con- 
sequences of this trend will probably be similar to those 
noted in the United States during these last decades. 

The greater mobility conferred by motor transportation 
will effect a redistribution of the population. This, coupled 
with the growing traffic congestion in the central areas of 
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the largest cities, will give an added impetus to the develop- 
ment of auxiliary shopping centres in the suburbs and out- 
skirts, and to automobile traffic along the periphery of the 
towns. 

As regards the smaller cities, they will profit by the 
greater mobility of the country clientele. But in case the 
development of motor transportation by private cars is 
greatly expanded, one may experience the same phenomenon 
as in America, where the old established shopping districts 
in the centre of these towns are in some cases losing ground 
in favour of locations fringing the arterial roads towards the 
outskirts (like the sites of some of the Sears Roebuck and 
Montgomery Ward department stores). Another possible 
consequence of this increase in the general mobility of the 
public may be the revival on the outskirts of towns, of the 
market halls of former days, but under a new guise (such 
as that of the American supermarket). 

The development of motor transportation is also likely 
to cause a growing substitution, in a number of great towns, 
of buses for tramcars (streetcars). Since bus-lines have a 
more flexible character than tramcars and as their routes 
are more easily and frequently changed, their development 
may help to give a less static character to the main shopping 
district and to the respective values of the different locations 
within this district. 

It is also probable that a number of large towns will 
construct underground railways in order to relieve the 
traffic congestion above the surface. The location of these 
underground Unesj and especially of their stations, may 
considerably affect the respective value of the locations of 
the existing department stores. 

The same may be said of the new traffic lanes which may 
be opened or enlarged in conjunction with town replanning 
schemes, or of the possible change in the location of those 
railway stations which handle the suburban traffic. 

The probable great expansion of aviation in the decades 
to come is also likely to influence department stores, 
especially if the development of the helicopter can bring 
people directly to the business centres. 
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In that case, as prophesied by Sir Woodman Burbidge, 
important provincial towns may become suburbs of the 
capital of the country; a number of people living in the 
great provincial towns may get the habit of coming jby air 
for shopping in the capital, returning home on the same 
day. 

It may be noted that the development of the telephone 
technique for trunk or long distance calls may work in the 
same direction. The fact that a long distance call will be 
obtained directly, i.e., without the subscriber having to 
be recalled, as well as the probable extension of the direct 
dial call system to the whole country, may sponsor telephone 
shopping at department stores from the whole country, 
especially at those which have the greatest prestige, the 
metropolitan stores. 

In fact, the two developments which we have just con- 
sidered (aviation and telephone) may help to give to de- 
partment stores, or to some department stores, a market 
which will extend to the whole country rather than to a 
city area. 

Such an extension of the market of the metropolitan 
department stores would, of course, require an adaptation 
of their sales promotion and even merchandising methods. 
It is probable that the extension of the market of metro- 
politan department stores to the whole country as a result 
of the development of aviation will refer mainly to depart- 
ment stores catering for a high income level clientele. On 
the other hand, the extension of the market to the whole 
country by means of the telephone 'might be perfectly 
conceivable for department stores catering for a middle class 
clientele. 

Another technical development which may, on the whole, 
favourably affect the prospects of department stores, is 
represented by the development of television. It may be 
that in the use of television for publicity purposes depart- 
ment stores will be at an advantage over many other form? 
of retailing, on account of their resources, volume of sales 
variety of lines carried, and their role of greatest fashior 
distributors. 
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Another and more general aspect of technical progress, 
the growing development, thanks to industrial research, of 
new materials, has to be mentioned here, as it may bring a 
greater degree of transference and mutation in assortment 
and resources. It may, however, be noted that department 
stores, thanks to their elaborate merchandising organiza- 
tion, are in a better position than many other forms of 
retailing to watch closely the results of such research, and 
rapidly to take profit from it. 

As the department store has always reflected the social 
changes of the time we find it not out of place to consider 
also the future from this angle. As a matter of fact, no 
discussion of economic forces can be altogether isolated 
from the social question. v 

The reduction in number of the members of the highest 
income group and the decrease of their resources under the 
conjugated action of increasing taxation, governmental 
controls and development of the public sector of the national 
economy, is an already acknowledged fact; and this trend 
is likely to continue in the future, thus obliging those 
stores which have catered until now for a high income 
clientele to extend their trade to the middle class. 

Another, one may say opposite, movement also deserves 
to be considered. It is the trend towards a relative reduc- 
tion of the numerical force of the working class (in the 
sense of an industrial proletariat) and a reinforcement of 
the lower middle class. This evolution is the result of the 
simultaneous force of several factors, such as new social 
conceptions, growing state ownership, the power of 
organized labour, the diffusion of education, growing 
mechanization, etc. One can see the result of this develop- 
ment in America, where, in spite of the high degree of 
industrialization, the middle class is as numerous as the 
working class, because an appreciable part of the working 
class has reached a standard of life which brings it into the 
middle class. It is not unlikely that a similar movement will 
take place in the most advanced European countries. If 
this is the case, the implications of such a transformation 
on the orientation of department store trade may be con- 
siderable. This would mean that, as is already thv *ase in 
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America and to a certain extent in Scandinavia, the depart- 
ment stores which represent the greatest sales volumes will 
not be those which cover the popular class, but those which 
cater for the middle class. 

It is, on the other hand, certain that we shall experience 
a continuation and a precipitation of the process which 
changes the status of an article from a luxury to a necessity. 
We have, for example, witnessed the development of the. 
production of furniture, well within the reach of everybody, 
and we believe that such production will continue and even 
expand. The previous situation, where the majority of the 
furniture manufacturers made expensive suites while the 
market for cheap furniture was badly covered, was ir- 
rational and against the spirit of the time. 

Another trend which has to be recorded is the growing 
expenditure of the state and of public bodies. In a great 
number of fields the state has a tendency to take over 
functions which were previously performed by the in- 
dividual consumer, with a corresponding displacement of 
the place and methods of buying. We do not think that this 
displacement is as unfavourable to department stores as to 
the small retailer, since public bodies are more inclined to 
do business with big organizations. But one must also 
consider the inclination of these large-scale purchasers to 
short-circuit completely the retail trade and to buy directly 
from the wholesaler or the manufacturer. Department 
stores may possess the advantage of meeting this growing 
demand by providing suitable discounts and an adequate 
organization to cope with their sales to institutions, as 
distinct from their ordinary sales to individual customers. 

Competition 

It is advisable to review here the competitive channels of 
distribution which the department stores will have to con- 
sider during the coming years, in order to see in their true 
light and proportion the real forces they will have to face. 

Beginning with the small independent retailer, it is 
probable that the creation of voluntary chains and the 
general popularization of rationalization will bring an im- 
provement in operating methods in this field. The con- 
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tinuous development of national brands and of the practice 
of fixed resale prices will also be of benefit to this form of 
distribution. But we do not believe that this reinforcement 
of thf small shopkeeper will be detrimental to department 
stores: rather the contrary. Furthermore, the majority 
of these small independent retailers represent neighbour- 
hood stores located in the various sections of the town 
and drawing their trade from people living close at hand; 
they sell mainly convenience goods, i.e., goods bought 
without comparison between several stores, whilst the bulk 
of the trade of department stores is made up of shopping 
goods, i.e., articles which are bought only after a comparison 
of price, style and quality. 

From this point of view the specialty stores located, as 
are the department stores, in the central shopping district 
of the town, represent a more dangerous antagonist. Their 
advantages are well-known. The most valuable is probably 
the higher quality of their sales force. The direct contact 
between the owner or manager and the staff and the public, 
is also one of their superiorities. Furthermore, as already 
stated, these specialty stores seem to have taken more than 
one leaf from the book of large-scale retailing, especially 
in the field of modern methods of merchandising, display 
and promotion. On the other hand, their disadvantages are : 
relatively much higher rentals than department stores; 
their reduced size which does not allow them to use modern 
sales promotion methods effectively, to grant services to 
the customers economically, to profit by the savings of 
large-scale operation (this refers especially to the operation 
of the non-selling departments) or to hire highly qualified 
and relatively expensive specialized executives. 

The specialty chains may be deemed a more dangerous 
opponent to the department store. Their advantages and 
superiorities have already been listed in the corresponding 
paragraph of a preceding chapter. Their great development 
during the last decades is the best proof of their strength, 
mainly based on the mass buying of standardized merchan- 
dise. From a number of standpoints one may consider them 
as better adapted than department stores to the economic 
distribution of merchandise on a large scale. There have 
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always been stores underselling department stores. But 
these were shabby establishments offering merchandise of 
very inferior quality. With the specialty chain has appeared, 
on the contrary, a new form of competition often selling 
merchandise of comparable quality at a lower price than 
department stores, and this in up-to-date premises. It has 
already demonstrated in a number of countries the measure 
of its striking power. 

But the dark side of the picture should not be over- 
stressed. It is thus only fair to list some of the disadvantages 
of the specialty chain as compared with the department 
store. Its rentals are usually markedly higher than those of 
the department store (often 10 per cent, or more, as against 
an average rental or rather real-estate cost of about four 
per cent, in department stores). The level of their selling 
staff is also generally distinctly inferior to that of the 
specialty store and, on the whole, lower than that of de- 
partment store personnel. This lower level in staff is a 
general characteristic of the chain stores. For the majority 
of chain stores which sell convenience goods it is not a 
great inconvenience. But for the specialty chains which 
are primarily selling shopping goods it is a great handicap. 

One must also consider that it is mainly in the field of 
mass buying, standardized assortment, etc., that the specialty 
chain is able to ensure the advantages of large-scale opera- 
tion. On the other hand, in numerous other directions, as 
for example the various forms of services to customers, the 
education of the personnel, a number of non-selling 
activities, and even in the field of sales promotion, it is at 
a disadvantage, as compared with the department store, on 
account of the relatively limited size of each selling unit. 
In fact, the chain store can neither have the unity nor the 
personality of the department store. To most customers 
the unit in the chain is just a small shop, even if they do 
know that it is the unit of a huge chain. The emotional 
impression they get cannot be the same as the one they feel 
when they enter the large building of a department store 1 . 

1 E. Filene: "Next Steps Forward in Retailing", New York 1937, 
p. 60. 
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One must also note that the branch of the specialty chain 
has usually less local 'anchorage' in the community than 
the individual department store. It purchases less locally, 
contributes less to local charities, does not live to the same 
degree the life of the community, and has in general a 
smaller hold on the imagination of the public than the 
department store. 

The specialty chain is finally not in as favourable a position 
as the department store to exploit the fashion factor, and 
this on two counts. First because the existence of related 
groups of merchandise in department stores is a great 
advantage in ascertaining and promoting fashions. Second- 
ly because for merchandise where style and fashion play a 
great role, the consumer demand must be first ascertained by 
trials before making great commitments. It must, however, 
be admitted, as regards this last point, that the methods 
developed by some specialty chains, with a stringent applica- 
tion of statistical merchandise control to determine cus- 
tomer preferences may, as already stated, help to bring 
fashion articles within the reach of central buying and central 
merchandising. Such a development would also be of a 
great advantage to the chain of department stores, but it 
would mainly reinforce the possibilities of the specialty 
chain against the individually operated department store. 

From the unit price stores, with their tremendous buying 
power for standardized merchandise, the danger lies, as 
already seen, not so much in their hold on the articles of 
lowest unit price (the former threepenny and sixpenny 
lines), but theft expansion to higher price lines. There is no 
doubt that the creation of a chain of the type of Marks and 
Spencer Limited has represented most serious competition 
for department stores, especially those catering for the 
low income class clientele. 

Even when extending their assortment to articles of a 
higher unit value, the unit price stores, or rather the variety 
chains as they are now called, have continued to play the 
economic and social role which was theirs since their crea- 
tion and which we have already described as bringing 
"shopping" within the reach of every pocket. 
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In fact, the modern variety chain may be considered as 
the very embodiment in the field of distribution of the 
main tendencies of our time, i.e., the stress on planning, 
organization, standardization, centralized control, and the 
reduction of the scope of the work of the operative (in this 
case the sales assistant) by a transfer of skill to special 
centralized agencies. What have hitherto been considered 
the very foundations of commerce, namely salesmanship 
and advertising, are fading out in the variety chain, because 
the commercial factor is, so to speak, built-in in the merch- 
andise (creative and sometimes high pressure merchandis- 
ing), in the fixtures (the system of display), and in the light- 
ing (which in its modern form of fluorescent lighting of 
high intensity replaces, within certain limits, and under a 
new form, high pressure salesmanship). 

We have already pointed out how the department store 
had been operated, since its very creation, on the strength 
of a new principle, the principle of fixed and marked prices, 
and how this principle was in reality the consequence of 
the assumption that in such large enterprises bargaining 
could not be left in the hands of the sales assistant. The 
unit price store has represented one step further in this 
evolution, with salesmanship itself being to a considerable 
degree taken out of the hands of the salesman. 

Continuing our review of the probable competitive 
position of department stores, we must note that the co- 
operative societies, which are very developed in Great 
Britain, the Low Countries, the Scandinavian countries and 
Switzerland, and which will probably re-appear in Germany 
and Italy, have had during the last decades' a tendency to 
penetrate into lines of merchandise other than the food 
trade on which they previously concentrated. The expansion 
of the co-operatives in the field of clothing and home 
furnishings may provide additional competition for de- 
partment stores, especially for those catering for a popular 
clientele. This movement has already resulted in the opera- 
tion, by the co-operatives, of a few full-size department stores. 

One may say in general that in the years to come the de- 
partment store will come into conflict with a number of 
elements, among which the specialty chains and the unit 
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price stores, provided they are allowed to develop freely, 
are probably the most potent. 

The old array of forces has been scattered, and a new 
range appears. What was previously a duel between small 
independent retailers and department stores has become a 
triangular contest between the new forms of retailing, the 
department stores and the remainder of the trade. 

And, superimposed on this struggle between the different 
forms of retailing, we must expect the continuation and 
aggravation of another fight, the fight for the consumers' 
money between different lines of human activity. This has 
already been felt during the last decades, for example by 
the popularization of the automobile, the growing ex- 
penditure on sports, travel, education, recreation, etc. This 
fight has assumed the aspect of a contest of great magnitude 
and portent. One may assume that it will upset many pre- 
conceived ideas and raise new issues which might well alter 
the very essence of the problem of competition. It is at 
any rate certain that the shift of emphasis from merchandise 
to services will be even greater during the decades to come. 
As a matter of fact, the shortening of the working day will 
favour the spending of the income in these directions. This 
will result in a situation where the total retail sales will 
show appreciably smaller yearly increases than the national 
income or the total of consumers' expenditure. 

Regulation 

It is difficult to predict to what extent, under the effect 
of political pressure, legislative regulations are going to 
interfere with the free play of natural economic forces, in 
the field of business, and especially distribution. 

It is possible that the same trend which we have noticed 
during the thirties will continue in America and in the 
countries of Western and Northern Europe. This means 
that we will move in retailing, as in other aspects of 
business, towards something resembling the medieval 
organization of trade, with an emphasis upon security and 
stability rather than upon freedom and progress 2 . 

2 Report of a lecture by Ralph M. Hower: "Retailing", New York, 
April 3, 1939, p. 16. 
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If this is the case the natural development of the newer 
forms of retailing represented by the unit price stores and 
the chain stores is going to be artificially prevented. As 
regards the department stores this would probably mean a 
continuation and extension of the regulation introduced in 
several European countries prohibiting the opening of new 
department stores and the enlargement of existing ones, as 
well as the existence of a special taxation. 

In fact, when one considers the great potentialities of the 
specialty chains and of the unit price stores, one may come 
to the conclusion that such a movement for the regulation 
of trade will in a way be favourable for the department 
store, unless it takes the form of excessive discriminatory 
taxation, as its main effect will be to prevent these new 
forms of distribution from reaching, at the expense of 
department stores, the great expansion which would be 
theirs in a regime of full liberty. 

But it is evident that this is a negative approach to our 
problem. A constructive form of business such as the 
department store owes it to its past to rely for its future 
not on artificial protection but on its own forces. The 
argument offered in this chapter will thus mainly centre on 
the means which are likely to allow a profitable operation 
of department stores, vis-a-vis all the other forms of 
distribution, including the specialty chain and the unit price 
store. 

We must, however, also take into consideration the 
extreme and unlikely case where, as a result of political 
pressure and demagogic agitation, a prohibitive taxation 
might be imposed on department stores in some countries. 
Should this occur, the only way to make possible a continua- 
tion of the activity of the firms and a preservation of the 
experience embodied in that form of business, would 
consist in the transformation of former department stores 
into wholesale organizations of a new type, which would 
not only perform a job of central buying for smaller retailers, 
but would also develop an extended activity of consulting 
work in matters of merchandising, sales promotion, ad- 
vertising, display and store management. 
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This would be an evolution offering some similarity to 
that noted in America, where, as a result of increasing 
taxation, a number of chain stores have transformed them- 
selves into voluntary chains, their former central organs 
playing the role of the wholesaler and consultant for the 
branches, these having become independent stores. A 
similar transformation might be conceivable for department 
stores in some circumstances. It would be warranted by 
the great amount of expert knowledge embodied in these 
institutions, and would certainly be to the benefit of those 
retail shops which would be supplied and serviced by these 
former department stores. 

In the case of the great chains of department stores with 
powerful central buying organizations already supplying 
many affiliated stores, this evolution would not be difficult 
to achieve. In other cases, it would require an entirely 
new set-up. 

Class of trade 

In discussing the future of the department store the 
question of the class of trade is the logical starting point, as 
we find this problem interlocked with every other issue. It 
is a fundamental question in the sense that if we go wrong 
in it everything else will automatically go wrong. This 
question, which must thus have the first call on our 
attention, may be put as follows: Assuming that the new 
forms of large-scale retailing, represented by the unit price 
stores and the specialty chains will be allowed to develop 
freely, must those department stores which at present cater 
for a popular or j5opular-to-middle class clientele stay in 
their present class of trade, or must they, on the contrary, 
try to trade up and to abandon the bulk of the popular 
trade to these new forms of large-scale retailing ? 

It must first be noted that the only way department stores 
could compete with these new forms of retailing in the 
lower end of the trade would consist in taking over most of 
the latter's characteristics mass purchasing, a great measure 
of standardization of the assortment, a greater standardiza- 
tion in the selling operations and a smaller amount of service 
granted to the customer. 
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There is certainly a place for the department store in this 
field, but as the major condition for the successful operation 
in such a line is large-scale purchasing, we believe that only 
the great chains of department stores will, in the long run, 
be able to cover successfully that part of the trade. 

With the other department stores (the individually 
operated department stores and even the chains with only 
a few units) it is probable that those who cater for the 
popular clientele and are operated in countries where the 
new forms of distribution are allowed to expand, are going 
to trade up. 

There is no doubt that at first sight this evolution seems 
to be illogical if one considers that trading up brings an 
increase of the expense percentage of a store; for stores 
catering for a higher income level clientele have greater 
expenses than those catering for a clientele of a lower 
income class. One could thus criticize this evolution from 
the following point of view : the department stores finding 
that their cost of distribution is too high to compete with 
the new forms of distribution, answer by taking a measure 
which inevitably causes a further increase in their cost of 
distribution. 

If, in spite of this apparent inconsistency, department 
stores have in several countries followed such a trend, it is 
because they have felt that it was very difficult for them to 
compete on price appeal with the new forms of distribution, 
and that it was preferable to penetrate into income levels 
where the fashion or service appeal plays a greater role. 

It seems clear that this trend is goiqg to continue and 
that a certain degree of division of labour will take place 
in large-scale retailing (always provided that a regime of 
liberty of commerce allows the new forms of retailing to 
take their full development). 

The need for economy and low cost distribution will 
be covered by the chain stores, the unit price stores, as well 
as by the great department store chains, rather than (as 
was the case in former days) by the department stores. 

On the other hand, the typical department store the 
individually operated department store or the chain of 
department stores of a few units will rather meet the 
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need for customer convenience, variety of choice, fashion 
and services, which correspond to the desires and means of 
the middle class 3 . 

To foresee such an evolution, such a difference in motive 
and design, consists simply in recognizing the fact that the 
typical department store has lost its former advantage of 
being the most economic form of distribution : the advan- 
,tages of mass buying and more economic operation are 
now in the hands of newer forms of distribution, which 
include the large chains of department stores. 

Yet the typical department store has still its advantages, 
as, for example, its greater unit size, its greater convenience 
for customers, its reputation for fashion, its ability to offer 
wider service. All these factors represent powerful elements 
of customer attraction; but they involve higher expenses 
and can probably be maintained only by abandoning the 
lower end of the trade. 

At first sight such a course indicates that most department 
stores will forego what will probably be the great opportun- 
ity of the future, the raising of the standard of life of the 
masses. But there are other trends which will be not un- 
favourable to stores catering for the middle class clientele. 

We have already pointed out that, in our opinion, future 
social evolution will, in a number of European countries, 
tend towards a situation similar to that existing already in 
the United States, where, in spite of the high degree of 
industrialization, the middle class is gaining ground at the 
expense of the working class (in the sense of the industrial 
proletariat), becaus a growing number of workers are 
attaining the standard of life of the middle class. 

It may be noted that for such people, who climb a few 
rungs up the social ladder and who leave the working class 
proper to penetrate into the middle class at its lower end, 
the department store has often represented the most con- 
venient and effective means of introduction to a new way of 
life. The members of such families, or their offspring, 
abandon some of the stores which they formerly patronized, 

8 See Report on a lecture by Ralph M. Hower, "Retailing", 
April 3, 1939, p. 16. 
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not for the specialty stores of the central shopping district 
of the town (the jump would be too great and the atmo- 
sphere of such stores is often uncongenial or embarrassing 
for them) but for the department stores located in the same 
central shopping district. And even when they are contented 
customers of the variety chains they are likely to transfer 
part of their purchases to department stores. For a number 
of articles they are prepared to pay a price merely in order 
to buy the same or a comparable article in the more dignified 
atmosphere of the department store, provided this extra 
charge is not unreasonable. 

In catering for the middle class the department store 
will find still other opportunities. Everybody knows that 
process which the unit price stores have so successfully 
developed, whereby an article hitherto belonging to the 
assortment supplied to the middle class is made available 
to the great mass of the public. 

A similar field is open, on the next level, to the depart- 
ment store. One of its activities must consist in changing 
the status of certain articles which have been considered 
as luxuries in the sense that they have belonged to the 
highest income class, so as to make them available to the 
middle class, perhaps in some cases by means of co-operative 
purchases by a group of department stores. 

The department store chains 

In foreseeing for the department store a tendency to 
trade up and thus to abandon, in face of the competition 
of the new forms of distribution, the tiarket of the most 
popular class, we were considering only the singly operated 
department store and the department store chain of a few 
units. 

The large chains of department stores (and as already 
recorded there has been during recent decades a tendency 
toward the formation and expansion of these large groups 
of stores) are on the contrary well suited to cover the 
popular clientele, and are equipped with the weapon, 
large-scale purchasing, which makes it possible to fight 
the new forms of distribution on their own ground. 
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Past experience has moreover shown that the operation 
of a chain of department stores effectively practising central 
buying and central merchandising, is most profitable in 
enterprises catering for a popular clientele, since the corres- 
ponding assortment is better adapted to that standardization 
which makes it possible for central buying and central 
merchandising to achieve its full effect. As a matter of 
fact, the chains of department stores which have brought 
T the practice of central buying and central merchandising 
to its highest pitch of efficiency are enterprises like Sears 
Roebuck, Montgomery Ward and Penney in America, 
Lewis's Ltd. in Great Britain, the Printemps in France, 
the Westdeutsche Kauf hof in Germany and the Innovation 
in Belgium, all of which cater for a popular clientele, 

One has thus every reason to believe that the large chains 
of department stores will be able to hold their own in face 
of the competition presented by the new forms of retailing. 
It is possible that they may have to yield some ground in 
the sales of smallwares, but great opportunities lie open 
for them in other sections of the assortment, mainly perhaps 
in the home furnishing division. One of the missions of the 
large department store chains will consist in doing for these 
articles what the unit price store has done for small articles, 
viz., to realize by mass purchasing, creative merchandising 
and simplification that price decrease which will bring new 
articles within the reach of the popular classes. 

All these considerations refer to the chains of department 
stores catering for the popular class. For those catering 
for a clientele of a l^vel above the lowest class, the possibili- 
ties of central tuyiAg and central merchandising have been 
until now more limited and have mainly centred on staple 
and semi-staple merchandise such as ladies* and girls' under- 
linen, sheetings, blankets, bedding, curtains, hosiery, hard- 
ware, chinaware, men's clothing, inexpensive dresses, 
certain kinds of piece goods, etc., and not on fashion 
goods 4 . As a matter of fact, the chains of department 
stores catering for a middle or high income class clientele 

4 See W. Gabler: "Probleme der amerikanischen Warenhsiuser"* 
Zurich 1934, p. 178. 
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do not usually fully utilize the principle of central buying 
and central merchandising. There are, however, even in 
this category of stores, some remarkable advances in the 
direction of central buying and central merchandising. 

One must also take into consideration the fact that some 
American specialty chains have developed, on the basis of 
the use of statistical merchandise control, new methods 
of operation which seem to bring fashion articles within 
the reach of central buying and central merchandising. 

One knows at any rate that Filene has predicted a great 
future for the chain of department stores which, in his 
opinion, will represent one day the most perfect form of 
distribution, combining the economy of the chain store and 
its mass purchasing with the advantages of the department 
store, its greater personality, its shopping convenience and 
its large-scale organization of services. 

He has also expressed the opinion that the chain of 
department stores will not, in the future, be confined to 
the popular class clientele, but will also take a dominant 
position in the trade catering for the middle class. 

Trends in the evolution of the location and structure of retail units 

When observing the evolution of the location and struc- 
ture of retail units, one may assert that the most striking and 
original development in recent years has been the emer- 
gence and expansion of the so-called supermarkets in the 
United States. In spite of the fact that they increasingly 
develop their non-food lines of merchandise, they belong 
basically to the food trade, that is to say, a line in which 
the department store has only a secondary 'interest. 

But this development of the supermarket nevertheless 
deserves to be considered, because it outlines directions 
along which the distribution structures of the future may 
tend to move. 

It reveals first of all, by the location of these supermarkets 
in the different sections of the towns, and especially the 
suburbs, a tendency towards decentralization. 

But from the point of view of the department store the 
most interesting feature of this new development lies in 
another characteristic of the supermarkets, namely the 
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relative large unit size of these stores, and, especially, the 
fact that they include a variety of lines of merchandise, a 
variety which tends still to grow. This development, which 
is actually one of the most significant of recent years, tends 
to show that the movement of decentralization of retail 
centres takes the form of relatively large units where 
various lines of merchandise are gathered under one roof. 
Thus while this trend may appear contrary to the immed- 
iate interests of department stores, in that these are mostly 
concentrated in the central shopping districts, it also takes 
a form, the gathering of different lines of trade under one 
roof, which is the very essence of the form of distribution 
represented by the department store itself. 

Suburban branches 

The continuous development of the outskirts of the 
largest towns, due to the expansion and overcrowding of 
cities and to the desire for cheaper and more healthy living 
conditions, has resulted in the creation of important resi- 
dential suburbs or satellite agglomerations. This trend is 
likely to continue and even to become more marked during 
the coming decades. 

This tendency, coupled with the growing traffic diffi- 
culties in the central shopping districts, will not only set 
limits to the possibilities of enlargement of the metropolitan 
department stores, but will also actively favour the growth 
of secondary shopping centres in the suburbs. This shifting 
of the population to the suburban areas has already resulted 
in the formation of outlying retail centres, with conse- 
quences dangerous to the department stores. 

The location of department stores in the central shopping 
district has often precluded the possibility of securing a 
large amount of the convenience goods business. The 
development of these suburban shopping districts has now 
begun to affect the part of the trade where department 
stores hitherto have had a firm hold, namely the sale of 
shopping goods. 

It might be a sound move for the department stores 
located in the largest metropolitan areas to open suburban 
branches in these outlying retail districts. This policy has 
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been followed during the last decades by a number of 
American department stores and has given rise to a new 
type of department store, the suburban branch. 

These small department stores are now well-known, for 
example, in the regions of New York, Boston, Cleveland, 
Chicago, Los Angeles. They are remarkable for their 
pleasant appearance, well-arranged layout, modern fixtures, 
convenient interior display. 

This establishment of suburban branches has, of course, 
the disadvantage of strengthening the power of attraction 
of the suburban shopping districts. By establishing a 
branch in such a suburban shopping district a metropolitan 
department store lends to it its prestige and contributes 
thus to the building up of a competitive centre of retailing. 
It has been said that department stores cut their own 
throats by the establishment of suburban branches which 
strengthen these outlying shopping sections. 

But the problem may be viewed from a wider angle. If 
the development of these suburban shopping districts is 
inevitable, it is preferable for the department store to 
participate in and profit by their development. It is, in 
fact, the policy which has been followed by a number of 
Continental department stores in relation to the unit price 
stores, and one may say that such a policy represents the 
most constructive approach to the problem. It recognizes 
facts and tries to adapt the operation of the firm to these 
facts, even at the cost of a possible future transformation 
of the character of the business, a transformation which may 
be made inevitable by the evolution % of the forms of re- 
tailing. 

One must, however, keep in mind the fact that this 
American development is based primarily upon an expansion 
of the motoring habit on a scale still unknown in Europe 
where motoring, while making continuous progress, has 
not yet become, as it has in the United States, an essential 
feature of everyday life. Thus these American suburban 
branches are for the most part placed not in the outskirts 
proper of a large city, but rather in satellite small towns 
located 10 or more miles away from the central shopping 
district of the main town. There is already here a structure 
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of town planning and development strongly influenced by 
motoring, and hardly to be found in Europe. Furthermore, 
these small satellite centres where the suburban branches of 
the department stores are located are usually too small to 
warrant by themselves the operation of a department store, 
even of reduced size. These suburban branches, and the 
corresponding shopping centres, obtain in reality a suffi- 
cient volume of sales only because they can attract, thanks 
again to the general habit of going everywhere by car, 
the patronage of inhabitants of other satellite towns placed 
in the same area but in a relatively wide circle; for these 
people the alternative is often a 10-minute drive to the 
suburban branch with plenty of parking facilities or a 
4O-minute drive to the congested central shopping centre 
with no parking space available. Such developments are 
hardly conceivable in Europe, where most customers have 
to rely on public transport facilities, these being nearly 
always laid out with the central shopping district of the 
main town as the hub of the system, and with the lateral 
or peripherical communications very poorly developed. 

In the large European towns the location of such subur- 
ban branches would have to be different: they would have 
to be placed not in distant satellite cities, but rather at focal 
points situated at the limit where the city proper ends and 
the suburbs start. 

Departmentalisation for the customer 

As is known, the department store is the most concen- 
trated type of retail enterprise. The grouping of several 
merchandise lirfes under the same roof has been for the 
department store, since its inception, the primary instru- 
ment of its growth. And this phenomenon of mutual 
support of different merchandise lines, as a consequence of 
the gathering together in the same store of various cate- 
gories of articles, is as strong as ever. Indeed, new factors 
such as the growing traffic congestion in the central shop- 
ping districts, the adoption of escalators, the increased 
importance of the factor fashion, contribute to make this 
characteristic of department stores even more valuable 
than in former days. It is to be noted, moreover, that (with 
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the possible exception of the unit price store) the depart- 
ment store is the only form of distribution which has this 
advantage at its disposal. 

In accordance with that major principle of bpsiness 
strategy which consists in playing on its own strong points, 
the department store must concentrate part of its efforts 
on this characteristic and try to exploit fully all its im- 
plications. 

From this point of view, the studies of Dr. Charles H. 
Wahl in which he suggested a new composition of the 
selling departments, with the merchandise mainly grouped 
according to the use made of the articles by the customer, 
and not according to the traditional principles found in 
retail trade, deserve to be seriously reconsidered. The 
grouping of the men's departments and of the children's 
departments has already been carried out in a number of 
department stores with complete success. There are, 
besides these, a great number of other possibilities, as for 
example the grouping of the accessories with the corres- 
ponding outer garments, the reclassification of the piece 
goods and regrouping of related goods within the home 
furnishing group according to actual domestic usage. 

In spite of the difficulties and transformations such a 
step would entail, one must keep in mind that this approach 
is basically sound, as it achieves a double purpose: it 
increases customer convenience (perhaps not immediately 
but in the long run) and while doing this it leads the de- 
partment store in a direction where the competition from 
the remainder of the retail trade cannot follow it. 

Such an action follows the path which ddpartment stores 
must take in the present circumstances where, in face of 
newer and, on the whole, more economic forms of distribu- 
tion, they can hope to hold their own, not by a servile 
imitation, but on the contrary by developing all the poten- 
tialities of their own form of distribution. 

We are inclined to consider this approach as an out- 
standing factor in the possible reinforcement of the position 
of department stores. By means of this departmentalization 
based on related needs, a new and great force of customer 
attraction can be brought into play. 
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Relative development of merchandise lines 

Considering this problem from a long-term point of 
view, one may predict that the shifts in customer demand 
which* characterized the period 1920-1940 are going to 
continue, and perhaps to be amplified, during the coming 
decades. 

These trends are mainly characterized by a decline in the 
department store's relative share of the sales in the clothing, 
piece goods and soft furnishings lines, and an increase in 
the relative share of lines like toilet requisites, household 
and medical supplies, medical apparatus, electrical and other 
household appliances, including radio and television sets, 
toys, sporting equipment, travelling requisites and hardware 
articles. 

The evolution of total retail sales in general has been 
in the preceding decades (and is likely to continue to be) 
from the so-called 'soft' goods to the so-called 'hard' lines. 
Within the 'soft' goods group itself one may note the pro- 
gress of informal clothing. It would be wise for depart- 
ment stores to take this evolution into consideration by 
expanding or creating the corresponding departments. 

It is especially important to note that electrical household 
appliances are passing the stage where door-to-door per- 
sonal selling represented the major share of the trade: 
they have reached the so-called acceptance stage where a 
real demand, finding its way to the stores, has been created. 

Purchase terms and quantity discounts 

The securing of lower purchase prices than the majority 
of other retailers has been, and remains, one of the assets 
of department stores. 

These lower purchase terms are granted by manufac- 
turers or wholesalers to department stores, either on ac- 
count of their larger purchases or by reason of that standing 
and reputation which makes department stores desirable 
distributors, conferring on the products they launch or 
carry a certain element of prestige. 

When considering objectively the position of the depart- 
ment store in relation to this important factor, one cannot 
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but come to the conclusion that the situation is not without 
dangers. 

First one may note that the actual justification of these 
lower purchase prices on account of the volume of the 
merchandise bought is really present only for a minority 
of stores, namely the chains of department stores which 
practise central buying, or some very large individually 
operated department stores which reach in several of their 
merchandise categories volumes of sales many times 
superior to those of the typical store in this field. 

But the future development of specialty chains, unit 
price stores and of voluntary chains may produce concen- 
trations of buying power in definite lines of merchan- 
dise equal to those of the greatest department store 
chains and vastly superior to those of the majority of 
individually operated department stores. In fact, the average 
department store is, as regards buying, not a large-scale 
establishment, but a collection of selling departments in 
each of which retailing is carried out on a relatively small 
scale. 

It may be remarked that Filene has gone so far as to 
explain the great attention usually attached in department 
stores to merchandising and buying, with the relative 
neglect of other functions, precisely by the fact that, as the 
department stores are small-scale establishments from the 
point of view of the quantity of merchandise purchased, 
they are obliged to compensate for that inherent weakness 
by giving much attention and by devoting much time to 
the work of merchandising and buying; firstly because 
they have to buy thousands of different afticles, and this 
always in relatively small quantities; and secondly because 
they have to use all kinds of painstaking merchandising and 
buying devices and sometimes even tricks to secure those 
price advantages that the newer forms of distribution secure 
naturally by their mass purchases. 

In fact, when department stores do receive price con- 
cessions from the supplier, these derive in several cases from 
a cause not connected with the volume of their purchases 
but with another factor: the standing and reputation of the 
department store, its publicity value for the manufacturer. 
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But this is a somewhat dangerous element, since it is 
based less on economic factors than on intangible values. 
It will maintain itself as long as the department stores 
retain much of their prestige, but it may disappear one 
day. Moreover, in at least one country, namely the United 
States, legislative stipulations have been put into force 
(directed, it is true, mainly against chain stores, but which 
may also one day be turned against department stores), 
prohibiting manufacturers and wholesalers from giving to 
their customers price discounts which are not strictly 
based on the savings of large orders demonstrable by cost 
accounting calculation. 

While the chains of department stores will probably, 
from this point of view, keep their ground whatever the 
future evolution, it is possible that the individually operated 
department stores will be increasingly obliged to create co- 
operative joint buying organizations composed of non- 
competing stores located in different cities in order to obtain 
favourable purchase terms, not necessarily for the majority 
of the items of their assortment but for some key items. 

Mark-up and pricing 

As the retailer is a merchant not only of goods but also 
of prices, the question of mark-up and pricing deserves 
careful attention. Two well-known experts on retailing, 
McNair and Tornqvist, have attached the greatest import- 
ance to this problem, and are inclined to explain the present 
relative weakness of the department stores by their too 
primitive or faulty practices as regards mark-up determina- 
tion and pricing. 

McNair has noted the advantages of modern methods of 
merchandising control whereby, for example, the mark-up 
of each selling department (and even each sub-division) is 
planned in advance, and maximum and minimum rates of 
initial mark-up, within which the buyer has to set the price 
of the merchandise, are imposed. But he has pointed out 
a weakness which has resulted from this practice or from 
its exaggeration, namely too great a uniformity in mark-up : 
"Control mechanisms clearly have their place in department 
stores, but they must be subordinated to sound merchandise 
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skill and imagination. One of their bad results has been for 
example the effort to achieve too great a uniformity in 
mark-up with a corresponding over-rigid thinking"*. 

Tornqvist has approached the question from Another 
and wider angle, and the conclusions of his outstanding 
investigation deserve, on account of their consequences, 
to be reproduced here. 

Considering the success of the unit price stores, and the 
progress of this important commercial experiment, perhaps 
the most logical and complete yet tried in the field of 
distribution, he has stated that the great development of 
unit price stores is due to certain features which are well- 
known, but the origin and implications of which are usually 
not fully grasped by department store people. 

One of the characteristics of unit price stores lies, of 
course, in the fact that they select their assortment so as to 
carry only articles which have a high rate of stockturn and 
which necessitate a minimum of sales talk and of selling 
service. Another of their main features is to present all 
the merchandise in the form of open, classified, displays. 

The combination of these two factors has allowed a great 
simplification, to the point of a revolution, in the selling 
work. Part of the work of the sales assistant is suppressed 
or transferred to the customer. 

The unit price stores have thus concentrated their assort- 
ment exclusively on those articles which have the cheapest 
selling expenses (i.e., articles which require a minimum of 
selling work and which have the highest rate of stockturn) 
and have obtained a correspondingly 1 low* gross margin. 

But their success would not have been as great if they 
had not profited from a weakness common to the whole 
retail trade, including the department stores, namely the 
total neglect of the fact that the various articles of the 
assortment have very different selling expenses. Department 
stores, following the example of the retail trade at large, 
determine the mark-up of the articles they sell on the 
basis of the purchase cost, the average gross margin of 

1 M. P. McNair: "Trends in large-scale retailing". Harvard 
Business Review, October 1931. 



THE FUTURE 155 

the department, competitors* prices and sometimes also the 
rate of mark-downs in that category of articles; but they 
do not take into consideration the selling expenses of the 
article. t These selling expenses depend mainly upon the 
rate of stockturn of the article; the average duration of the 
transaction for selling that article; and, also, the average 
portion of the selling time spent on 'not concluded* sales 
tor that category of articles. These three main factors 6 which 
may vary quite widely for the different articles composing 
the assortment of the same merchandise group, are hardly 
ever taken into consideration in pricing the merchandise. 

Tornqvist says it is this irrational character of the 
mark-up rates of retail trade, including department stores, 
which has contributed towards the great development of 
the unit price store 7 . It is on account of their crude mark-up 
methods that department stores have presented an easy 
target to the attacks of the unit price stores, and have been 
ill-prepared to resist their onslaught. In their ignorance 
of the real cost of selling the various categories of articles 
of their assortment department stores use a rate of mark -up 
which is too uniform, often charging a mark-up relatively 
too inflated on those articles which have the highest rate of 
stockturn and the shortest average duration of transaction, 
and a relatively too low mark-up on those articles which 
have the lowest rate of stockturn and the longest average 
duration of transaction. 

This situation has existed for years without producing 
too great drawbacks, as a compensation has usually oc- 
curred between the. part of the assortment marked at a 
mark-up relatively 'too low (i.e., relative to the actual 
selling expenses of these articles) and the part marked at a 
relatively too high mark-up. But one day a new form of 
distribution appeared the unit price store whose whole 
success was based precisely on this weakness. It built its 
assortment by selecting only those articles with the smallest 

6 To which one might perhaps add two others, namely the pro- 
portion of *send' transactions and the average delivery expenses for 
that category of articles. 

7 G. Tdrnqvist: "Detaljhandelns Stoidriftsformer", Stockholm 1936, 
pp. 23-24. 
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selling expenses (the highest rate of stockturn and the 
shortest average duration of the transaction), and presented 
those articles at their true mark-up. It is this development 
which has brought this fundamental weakness of the 
department store sharply into focus. 

The conclusion to be drawn from these considerations 
is that the development of more rational methods of mark- 
up determination and of pricing, based on the difference in 
actual selling expense existing between the different cate- 
gories of articles which constitute the assortment of a 
department, is one of the important problems department 
stores have to tackle if they wish to be favourably situated 
in a trial of strength with the new forms of retailing. 

Thanks to their research departments and to the expert 
knowledge they have accumulated in these questions of 
cost allocation and determination, department stores are 
in a better position than any other form of retailing to 
handle this problem. Any advances made in this direction 
will reinforce their ability to compete with the new forms of 
distribution represented by the unit price stores and the 
chain stores. It is true that such a move would result 
in decreases in mark-up for some articles; but it would 
result also in increases of mark-up for others. Moreover, 
the increases of mark-up would refer mainly to merchandise 
in which the department stores set the tone for the whole 
retail trade, whilst the decreases in mark-up would mostly 
affect merchandise lines where the department stores are 
obliged to fight against the newer forms of retailing. 

Further, the possession of the basic information represen- 
ted by the difference in selling expenses existing between 
different articles would, for the first time, place at the 
disposal of department stores the evidence enabling them 
to perform on the basis of facts and not, as until now, in 
the dark, that capital function of merchandising which 
consists in suggesting additions to or deductions from the 
assortment in order to realize greater profits. 

In fact, the whole future of the department store may be 
conditioned by the fundamental re-alignment brought 
about by the determination of the different selling cost of 
various items of the assortment. The task is unexampled 
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of its kind. But it is a problem which may one day dominate 
all others. It may well be that if department stores can 
settle this problem they can settle everything else; if they 
cannot settle it they can settle nothing. 

Creative merchandising 

The development of the practice of creative merchandis- 
ing and the substitution of creative merchandising for 
mere high pressure merchandising is one of the great 
questions department stores have to face. 

We have already defined 'high pressure merchandising', 
a companion to high pressure sales promotion, as the 
tendency to decrease the price of articles just by lessening 
their quality, while maintaining, as far as possible, their 
former appearance. 

Creative merchandising represents a more positive 
approach to that new mission of distribution where the 
retailer does not confine himself to the role of a mere 
distributor of goods, but contributes to the creation, 
development and design of the merchandise to be sold. 

Creative merchandising may take a great number of 
different forms, among which are these : inspiration of the 
manufacturer by influencing him in the design of the articles 
as regards size, shape, colour, material, price, etc. ; original 
creation and design of articles by the store; co-operation 
with the manufacturer in new developments and experi- 
ments; alteration of the design of articles to make them 
exclusive to the store; study of novelties, especially those 
of foreign origin, vith the purpose of suggesting them to 
national manufacturers; a study of possible modifications 
and simplifications in order to make the product available 
at lower prices; designing, redesigning, changing or im- 
proving the packing of the articles ; development of store 
brands 8 . 

It must be admitted that some aspects of creative merch- 
andising, as for example the study of possible modifications 

8 Examples of various forms of creative merchandising were giv/n 
by E. J. B. Lloyd in an address presented at a meeting of the Rriyal 
Society of Arts, London on April 3Oth, 1947, and by R. Kaldernin an 
address at the Design Congress, London in September 1951. / 
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and simplifications, in order to make it possible to offer 
an article at a lower price, may come pretty near to that 
practice of high pressure merchandising which we have 
criticized. But there is in reality, even in this borderline case, 
a difference between creative and high pressure merchandis- 
ing which derives from the contribution made by the 
merchandiser. 

In the case of high pressure merchandising the lower price 
has mainly been obtained by a mere reduction of the quality 
of the article, while in the corresponding application of 
creative merchandising, the lower price has been especially 
the result of an adaptation of the article to its use, and the 
introduction of possible modifications and simplifications. 
It is true that in some cases creative merchandising may 
also resort to a decrease of the quality of the raw material 
embodied in the article, but in that case this will be done 
only after a careful study which has determined that a 
given article was perhaps of too good a quality for its use, 
or that this lowering of the quality will have no great effect 
on the use of the article, whereas in high pressure merch- 
andising this lowering of the quality is used systematically 
and indiscriminately and is coupled with an attempt to 
conceal the change, and sometimes even to maintain the 
former selling price. 

The orientation of department stores in the direction of 
creative merchandising is highly desirable from a number 
of points of view, among which the following may be 
stressed. 

In no other part of his work does, the retailer make a 
more positive contribution to society than In this activity 
of creative merchandising. Instead of merely limiting his 
activity to buying, the merchandiser who enters the field 
of creative merchandising uses his close contact with the 
consumer to help the manufacturer to design articles which 
are better adapted to the needs of the public. 

In a period when the right of existence of any form of 
activity is increasingly questioned and measured according 
to the positive contribution it makes to the community, 
and when distributors are frequently attacked and represen- 
ted as non-productive elements, such an intervention of the 
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retailer in the joint process of production and distribution 
as that represented by creative merchandising helps to 
justify the existence of retailing. 

On>account of its characteristics, its size, and its resources, 
and the specialized and expert knowledge at its disposal, 
the department store is in a better position than most other 
forms of retailing to handle this job of creative merchan- 
dising. 

Thus S. Schocken has rightly noted that the department 
stores have a distinct superiority in the matter of creative 
merchandising, because the variety of the lines of merchan- 
dise which tney carry and the multiplicity of their ex- 
periences and contacts make it possible for them to introduce 
in some lines of merchandise ideas, innovations or remark- 
able developments which they have found in other lines. 
In fact, some of the greatest successes of department stores 
in the field of creative merchandising have been in trans- 
mitting to a specific line of production experiences noted 
in other lines of goods 9 . Viewed in this way even the 
widely dissimilar categories of articles carried by department 
stores throw light on each other. 

Furthermore the growing competition of other forms 
of distribution, as well as the competition within the 
department store field itself, stressed the necessity for the 
store to stock non-identical and non-comparable articles. 

Here also creative, merchandising represents the answer, 
as one of its main applications consists precisely in taking 
an article out of the general group, in giving to it distinctive 
features, modifying or improving it, so as to give to this 
product individuality and make of it an item exclusive to 
the store. 

Once the importance of this question of creative merch- 
andising, which deserves to be considered as a question 
of first priority, is recognized, it would of course be 
necessary to devise the material means necessary to carry 
it out. 

It is probable that the present buyer has neither the time 

f S. Schocken: "Zwischen Produktion und Konsum. Vier Vortra"ge 
iiber den gegenwartigen Stand und die Aufgaben des Grosseinzei- 
handels", Berlin 1931, p. 35. 
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nor the resources to devote the necessary time and attention 
to this aspect of his mission. The development of creative 
merchandising on a considerable scale may thus necessitate 
some changes or additions in the organization of the firm. 
The principle of the separation of buying and selling may 
for instance be adopted, mainly with a view to ensuring 
that the buyer can devote more time to creative merchandis- 
ing. Or, according to the suggestion of Wess, one may see 
the creation of a bureau of design and creative merchandis- 
ing, placed under the authority of the merchandise manager, 
and especially entrusted with the job of developing creative 
merchandising or of helping the buyers in this work. 

Whatever the organizational form taken, one may well 
argue that the development of creative merchandising will 
be a necessity in the future. 

For years past we have seen the other forms of retailing 
adapt to their needs the innovations and strong points of 
department stores. We are now in a new era in which it 
behoves the department store to adapt to its own needs 
some of the strong features of the newest forms of retailing, 
as represented by the unit price stores and the chains. 
Creative merchandising is without any doubt one of the 
lessons which can be drawn from them. But instead of 
concentrating, as do the unit price stores, mainly on a 
single aspect of creative merchandising, namely the modi- 
fication and simplification of the article in order to offer 
at lower prices what was hitherto only available at higher 
prices, the department store must profit from that commer- 
cial ubiquity which is one of its greatest assets, and exploit 
all the different forms of creative merchandising. 

In the face of growing competition, department stores 
will find it advantageous to use the resources of their 
elaborate merchandise organization for creating new pro- 
ducts to fill both old and new wants and for developing 
changes in old products to make them conform to changes 
in consumer demand. 

Scientific quality control and testing 

Scientific quality control and testing is certain to find 
increasing application in retailing. It is, indeed, surprising 
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that whilst in industry the application of scientific quality 
control and testing has preceded the application of scientific 
management, in retailing this sequence has been reversed. 

But the trend towards the scientific testing of merchandise 
is inescapable. The very progress of the textile industry 
as in the development of synthetic materials and of improved 
finishing processes, and the frequent marriages of natural 
and synthetic fibres has made the introduction of scientific 
testing more necessary. It is well-known, for example, 
that textile products can now be made to appear much 
better than they really are. 

And besides the basic tests referring to the identification 
of the fabrics and their fibre contents, there is also a wide 
range of other tests referring to the physical and other 
properties of the materials, making it possible to compare 
the merchandise coming from different sources. 

One of the advantages of department stores over the 
traditional forms of retailing has always been that they 
have been the first to apply more scientific principles. True 
to their tradition they should also be the first to introduce 
and profit by scientific quality control and testing. 

Some of their newest competitors, especially the unit 
price stores and the specialty chains, will be able, on account 
of their more limited assortment and the scale of their 
purchases, to apply more economically and more com- 
pletely the advantages of scientific quality control and 
testing. But this fact makes it even more imperative for 
the department stores to enter this field, perhaps on a 
co-operative basis. 

National brands and fixed resale prices 

We have already pointed out that the growth of national 
brands and of the practice of resale price maintenance 
(uniform resale prices fixed by the manufacturers) has 
helped to reinforce the relative position of the small in- 
dependent retailer. As is known, the small independent 
retailer sells mainly convenience merchandise and depends 
on location rather than on lower prices or exclusivity of the 
merchandise as a main sales appeal. He has therefore been 
upheld by the growth of nationally advertised brands and 
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of the principle of fixed resale prices, for the former makes 
selling easier, while the latter makes profits surer and 
competition less keen. On the other hand, the development 
of a variety of well-known and largely diffused articles, 
strongly supported by national advertising campaigns, and 
perforce offered at the same price as the remainder of the 
trade, means for department stores a loss or restriction of 
these possibilities of differential mark-up which they so 
often use to attract the public, and is therefore unwelcome. 

Another, perhaps even more important characteristic 
of the national brands is that by the development of these 
brands and the corresponding national advertising cam- 
paigns to push them, manufacturers have established such 
a firm demand for their products on the part of the con- 
sumer that they consider themselves much more inde- 
pendent in relation to retailers. 

In fact, the development of national brands supported by 
advertising on a large scale has served to reduce the scope 
of the functions of retail distribution. Thus a proportion 
of the customers come to the store already sold on a par- 
ticular article and this reduces the scope of salesmanship. 
In the same way well-known brands sustained by publicity 
produce a degree of acceptance which reduces the liberty 
of action of merchandising. 

Under these conditions one understands the dislike with 
which the modern forms of distributian have watched the 
expansion of national brands and of fixed resale prices. 
And this so much the more as national brands and resale 
price maintenance have made, during, the Jast decades, 
continuous progress. 

This movement is likely to continue. We have thus to 
consider its ultimate bearing on the relative position of the 
department stores. In trying to pry into the future, we are 
inclined to think that we may one day witness a change in 
the position and opinion of those department stores opera- 
ted as single stores in relation to these questions. 

One must first note that the experience of the past tends 
to show that national brands and fixed resale prices do not 
seem to be very suitable for articles with a large style and 
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fashion factor (which' will always dominate the assortment 
of department stores). 

There is another more important fact, which may incline 
department stores to see this question of national brands 
and fixed resale prices in a new light. In the years to come 
the most dangerous competition for department stores will 
come not from the small shopkeepers so much as from the 
new forms of retailing. The main disadvantage of the 
department store in relation to chain stores and unit price 
stores, and perhaps one day even in relation to some small 
shops grouped into voluntary chains, resides in the fact 
that it will not be able to muster as great a concentration of 
buying power on specific lines of merchandise as these forms 
of distribution and will thus be at a disadvantage as regards 
purchase prices. 

Manufacturers distributing national brands tend to gain 
a greater hold on the customer and a greater independence 
in relation to retailers, and to standardize their selling prices, 
not only to the public, but to retailers also. 

Under these conditions one cannot wholly rule out the 
possibility that one day the department stores (assuming 
of course that the new forms of retailing represented by 
the unit price stores and the chain stores are not prevented 
by artificial stipulations from reaching their full and, one 
may say, legitimate expansion) may welcome the develop- 
ment of national brands and fixed resale prices as stabilizing 
factors in their contest with these new forms of retailing, 
in the same way as the small shopkeepers welcome them 

today in thek figjit against department stores. 



Fashion and style 

It is to be expected that, as in the last decades, the fashion 
and style factor will continue to increase in importance. 
Instead of influencing mainly, as of old, the lives of the 
well-to-do, it will more and more dominate the life of the 
masses. 

The importance of the fashion and style factor is the 
direct result of the development of the concept of ob- 
solescence. To increase or maintain their sales volumes, 
merchants and industrialists have developed the concept of 
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obsolescence (which means 'being out-of-date') and have 
thus tried to replace wear by obsolescence. In itself this 
concept is fairly old, and it is precisely this idea of obsolesc- 
ence that has always characterized certain articles, ac for 
example ladies' and even, in the past, men's garments. 
But the distinctive feature of these last decades has been 
to emphasize this conception and to extend it to a great 
number of new articles. Leaving aside the typical example 
of the automobile where the 'new' model is bought long 
before the 'old' is worn out, one may note a great number of 
articles in the assortment of the department store where an 
element of style or fashion has been introduced, precisely 
in order to profit by the obsolescence factor. A typical 
example is offered by women's shoes, which in the course 
of the last decades have been converted from staples to 
short-lived fashion merchandise, with plain black shoes 
losing their former dominating position. One can mention 
a great number of articles in which the element of obso- 
lescence and of style and fashion has been introduced by 
the use of colour, changes of shape or design, new materials, 
etc. 

This movement has thus not only increased the require- 
ments of the public as regards fashion and style in the 
strictly fashion departments such as ladies' outer garments 
and millinery, but has also introduced the style and fashion 
factor in such departments as linens, dress goods, hosiery, 
etc., where it formerly played only a secondary role. This 
style and fashion factor tends steadily to invade new fields. 
Even for articles like furniture, kitchen, utensils, radios 
not to speak of automobiles fashion, i.e.; obsolescence, has 
replaced wear and tear as the main motive for the purchase 
ofa new item. 

Supported by sales promotion, obsolescence has been 
developed into a psychological pressure on the customer 
and has become an art or increasing consumer demand 
artificially. 

Everything points to the fact that this movement is 
likely to continue and to be accelerated in the future. The 
growing tendency of Europe to look to America for in- 
spiration is already an assurance of such an accelerated 
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trend, as American business is precisely the one which 
uses most widely this means of fighting against market 
saturation. As stated recently by C. Wright Mills: "The 
wholq of fashion, not only in clothing, automobiles and 
furniture, but in virtually all commodities is deliberately 
managed to the end of greater sales volume ... U.S. society 
has in crucial aspects become a continuous fashion show" 10 . 

This evolution may reinforce the position of department 
stores, first by helping to increase retail sales, but mainly 
because the department stores, on account of their very 
characteristics, have revealed themselves to be in a better 
position than any other form of retailing for the study, 
anticipation, and promotion of fashions. By their appreci- 
able unit size and the multiplicity of the lines of merchandise 
carried, by their wide qontact with many markets, by their 
organization and background, department stores seem to 
be at a distinct advantage in the forecasting, launching and 
popularization of fashions. They have, furthermore, the 
chance, which they may increasingly exploit in the future, 
of employing skilled help in forecasting style. In fact, no 
other form of retailing is or can be so well equipped as the 
department store to follow and to turn to useful account 
the varying needs, fashions and fancies of the day. 

It is true that the increase of the fashion factor will 
theoretically entail an increase in the operating expenses of 
department stores, since the handling of fashion articles 
involves greater risks and greater merchandising and selling 
expenses than the handling of staple goods. But it is prob- 
able that the development of modern methods of merchan- 
dising (as regards, for example, the study of consumer 
demand, the planning of the assortment and the control of 
the stock) and even of selling (for example in the direction 
of the classification and systematic display of the assort- 
ment) may help to keep these increased costs within reason- 
able limits. 

The growing importance of the fashion and style factors 
may be working in favour of the department store and will 

10 C. Wright Mills: "White Collar The American Middle Classes," 
New York 1951, p. 164. 
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reinforce its position, provided that the department store 
adapts its method of operation to this trend. 

The consequence of this evolution must be a continua- 
tion and a reinforcement of the tendency to keep spialler 
inventories, to adopt hand-to-mouth buying methods, and 
to attach in the rating of the different suppliers a greater 
importance than formerly to the factor of rapid delivery. 

Further, the development of modern methods of stock 
analysis and stock control, such as unit control records with 
their measurement of the needs of the public, and the 
periodic stock reviews with a marking and special treatment 
of old age merchandise, have already in the past been a 
direct outcome of the growth of the fashion factor. One 
foresees that their applications will become increasingly 
numerous in the future, concurrently with the continued 
development of this factor. 

A continuation of the practice of establishing buying offi- 
ces in the supply markets is equally likely to follow, since 
this practice is also the result of the development of the 
fashion and style factor which makes it necessary to have 
first-hand information more easily available, to buy more 
rapidly and especially more frequently smaller lots of the 
newest offerings. 

Department stores have an advantage to gain in sponsor- 
ing the development of the fashion and style factor, because 
such a trend reinforces their position in relation to the 
smaller retailer or the new forms of distribution. As 
regards the latter (unit price stores and chain stores) it is 
important for the department store to see that the fashion 
trends take the form of changing waves of relatively short 
duration, so as to prevent these new forms of retail dis- 
tribution, which are very dependent on the limiting factor 
'time*, from bringing into play their assets of mass pur- 
chase and standardization; for these can come into action 
only if a given fashion lasts a considerable time. In this 
respect, a continuation of the trend of these last decades 
with a constant acceleration of the speed with which styles 
and fashion change, will be favourable to department stores. 



THE FUTURE !6 7 

Mark-downs 

While part of the mark-downs represent unavoidable 
changes in general conditions and in public demand, and 
also one of the characteristics of department store opera- 
tion, namely the offering of new merchandise at relatively 
higher prices with a subsequent lowering of the mark-up, 
another portion of the mark-downs is due to inefficient 
buying, ineffective merchandise planning, faulty merchan- 
dise control, etc. In fact, many mark-downs are taken on 
merchandise which should never have been bought or 
on merchandise overbought in quantity. 

It is from this latter standpoint that the evolution of the 
rate of mark-downs of a store, over a number of years, 
may be considered as a yardstick of the efficiency of its 
merchandising organization. 

The average rate of mark-downs of department stores 
was in the United States around eight per cent, of the 
sales of the whole store in 1930 (and from 15 to 20 per 
cent, in the women's ready-to-wear division). Experts 
like Mazur and Wess stated at that time that the ideal 
mark-down figure ought to lie around five per cent. 

During the last decade preceding the second world war 
decisive steps were taken in this direction. By a better 
selection of the articles bought, the introduction of modern 
methods of assortment planning and stock control, Ameri- 
can department stores were able to improve their mark- 
down figures to a mere six/seven per cent. 

It is on this problem of mark-down reduction by better 
assortment planniqg and stock control that American 
department stores Concentrated most of their efforts during 
the period 1930-1940. Thanks to the reduction of the rate 
of mark-down, to better merchandising and stock control, 
they were able in 1938 to reach the profits of 1929, in spite 
of a smaller volume of sales and slightly higher expenses. 

A similar concentration of effort on the reduction of 
the rate of mark-downs may represent a very promising 
approach for those European department stores which to 
date do not excel in this direction. 

The mere fact that we are going to experience during the 
decades to come an increase in the importance of the fashion 
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and style factor, and consequently of the potential danger of 
greater mark-downs, will itself help to stress the desirability 
of this approach. A number of authorities on department 
store problems have stated, when looking at the problem of 
department store operation improvement as a whole, that 
mark-downs represent in their view one of the most promis- 
ing single avenues of study. 

It is, however, necessary to record that in some of our 
stores that approach could not work, because there are a 
number of European department stores where the mark- 
down rate is not too high but, on the contrary, too low. 
Such exaggeratedly low figures often reflect an abnormal 
composition of the trade with a preponderance of staple 
goods, and also too great a uniformity of mark-up (in 
relation to time), without the use of this current department 
store practice of showing style merchandise for a short time 
at relatively high price, with a subsequent mark-down to 
dispose rapidly of the remaining stock. 

One may suggest that stores of the latter category are 
operated under conditions which will make them an easy 
prey to the normal development of the newer forms of 
distribution (unit price stores and specialty chains) and that 
they require a change of methods and character which, while 
increasing their rate of mark-down, will make of them what 
a department store ought to be, namely a "magasin de 
nouveauts". 

Service departments and customer services 

We have seen, in reviewing the history of the department 
store, how the continuous development of service depart- 
ments and customer services has been used as a powerful 
element of customer attraction. 

This use of the service element by the department store 
is sound, as it corresponds to one of the major principles 
of commercial strategy which consists of playing on one's 
own strong points. By the very nature of its form of 
business, by virtue of its greater average unit size and the 
existence of so many different selling departments in the 
same store, the department store is in a position to give to its 
service departments and customer services an extension in 
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number and scope which is beyond the reach of any other 
form of retailing. 

In following this trend the department store was develop- 
ing in direction where it was in a position to perform a 
major job of providing customer convenience more 
economically than any other form of distribution, and it is 
only natural that it should fully exploit this advantage. 

During a fairly long period this development represented 
a reinforcement of the position of department stores and an 
increase of their power of public attraction. But a stage 
has gradually been reached where service departments and 
customer services have become a major tool in the fierce 
competition for volume between department stores. A 
real race, which we have already compared to a race of 
armaments, has taken place among the department stores 
in respect of the number of services granted to customers 
and the liberality shown in interpreting their rules of 
operation. A complicated and expensive superstructure 
of customer services has thus gradually been built. It is 
perhaps particularly pronounced in the American and 
Parisian stores, but represents nevertheless a general trend. 

By competing in the services offered department stores 
have even in many cases gone beyond the actual require- 
ments of the customers. The result of this evolution has 
been an increase in the cost of operation and in the prices 
of department stores to a point where they were out of pro- 
portion to the value of the service for the average customer. 

To this day there has been no investigation to determine 
the total and real cost represented by all these service 
departments anti customer services. If this total cost were 
established it would reach an amount appreciably higher 
than the total publicity expenses. It represents today one 
of the causes of the higher cost of distribution of depart- 
ment stores; most of these services are absent or at least are 
offered to a much more limited extent in other lines of 
retailing. 

The first step to be taken to cope with this problem con- 
sists in determining the total cost represented by the service 
departments and the customer services. Such a factual 
inquiry will yield results which may upset many accepted 
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ideas. It will probably reveal that the total expenses of 
service departments and customer services represent from 
five to eight per cent, of the sales. 

To deal quantitatively with only two of these itepns, we 
may record that it has been calculated that in the average 
American department store, with its rate of returns of 10 
per cent., the returns practice involves for the store a cost 
representing some one per cent, of sales 11 . This last figure 
may seem very high; but it has been calculated with con- 
siderable accuracy, and one must remember that some 
returns made in connection with charge sales are ex- 
pensive transactions, involving the following operations: 
sale, charge, delivery, return, collection and subsequent 
credit and exchange. As regards the charge account 
business, its extra cost has been estimated by a careful com- 
putation to represent about three per cent, of the sales 
concerned 12 . This figure is substantial and means that in 
a department store where the charge account business 
represents half the turnover, the extra cost of charge account 
business is about 1.5 per cent, of the total sales. 

Thus in the typical American store merely two of these 
service elements, the returns and the charge accounts, 
involve extra costs which represent 2.5 per cent, of the 
sales. It is against the background of such data that the 
problem must be considered. 

Once it is realized that the total cost of the service depart- 
ments and customer services represents an amount about 
equal to the cost of the selling service proper, the issue will 
fall into its proper perspective. 

While appreciating the sales promotional significance of 
the service to customers factor, one may argue that the 
extent of services granted must, in the future, mainly be 
determined from the point of view of the competition 
between the department stores, considered as a whole, 
and other forms of distribution, and not, as heretofore, 
mainly from the point of view of the competition of de- 
partment stores between themselves. It is a question of 

11 See J. Lowrie: "The Cost of Handling Merchandise Returns", 
Columbus 1929. 

lg See B. Emmet: "Department Stores", Stanford 1930, p. 121. 
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finding the right relationship and of suppressing costl] 
exaggerations. 

Sales promotion 

The problem of the sales promotion function offers \ 
great similarity to that of service departments and custome 
services. 

Here also we have a factor which the department store; 
were bound to use because the very nature of their forn 
of enterprise put them in a better position than the othe 
forms of distribution to utilize it effectively. 

This arises first from the fact that the money spen 
upon advertising is more effective, out of all proportion, a 
the scale of expenditure increases. The expenditure o 
100,000 on advertising by a single firm has far more effec 
than a hundred publicity budgets of 1,000 each. Th< 
greater average unit size of department stores has als< 
enabled them to have on their payroll qualified specialist 
working full time on their advertising and display. Finalb 
the combination of many merchandise groups in the sam< 
firm makes it possible to promote different articles at th< 
same time with corresponding possibilities of savings b 
combination, or to use the opportunities of mutual suppor 
offered by the interplay of the various merchandise lines 
Customers attracted by the advertising of one departmen 
will also buy in others. A single insertion may contaii 
descriptions of merchandise offered in several departments 
Moreover, media of advertising can be used which ar< 
impossible for smaller stores, on account of their limitec 
clientele or of the lifnited area from which they draw trade 

As is known, sales promotion, especially in the form o 
advertising, is one of the factors which has made possibL 
the great development of department stores. It has con 
ferred on this form of distribution one of its most distinctiv< 
features and has contributed towards its success. 

We have already quoted the severe but probably jus 
judgment of Nystrom, who stated that one of the character 
istics of the operation of department stores, when comparec 
with for example specialty stores, resided in the fact tha 
they replaced skilled salesmanship by skilled advertising. 
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However, with time, this element of success has tended 
in some countries (for instance America) to become an 
element of weakness because the advertising expenses have 
continuously reached higher levels, whilst the pulling* power 
of these advertising expenses has tended to become smaller. 

Many factors have contributed towards this situation. 
One must first consider that the cost of advertising has had 
a tendency to increase, on account of the greater use of 
advertising, the wider circulation of the newspapers and the 
rise in the standard of advertising brought about by its 
technical progress. 

Further, since the use of advertising is usually coupled 
with the use of sales promotional mark-downs, one may 
note that the actual expenses of advertising are actually 
much higher than those reflected by the corresponding 
items of the standard classification of expenses. Such 
an inclusion would show that the total sales promotion 
expenses represent between five and eight per cent, of the 
sales. 

The growing volume of advertising has also served to 
dissipate the attention of readers over a great number of 
insertions, and has thus decreased the pulling power of 
advertising. 

But the main cause of this evolution has probably been 
the use of advertising as one of the major weapons of 
department stores in their competition within the depart- 
ment store field itself. One has witnessed, for example in 
America, exaggerations reminiscent of the excesses we have 
already noted as regards customer services, f and which we 
have compared to a kind of armaments race. 

One must also note the growing use or misuse of this 
medium of sales promotion under a perverted form which 
we have called high pressure sales promotion, for imposing 

O JT J. ' J. O 

on the customer, by sheer psychological pressure, the 
purchase of articles which she did not desire, and which in 
many cases she could not afford to buy. 

In order to straighten out this situation there are perhaps 
two main approaches. First, it is of vital importance for 
department stores to be able to establish a relationship 
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methods of advertising response control have already been 
developed. They deserve to be used and amplified so as 
to give to the application of advertising a more quantitative 
character than heretofore and thus reduce the wastes result- 
ing from a misdirected effort. The aim of these investiga- 
tions must be a suppression of the present arbitrary use of 
the different sales promotion media. Secondly, the tendency 
of department stores to compete with each other on volume 
of advertising done (as they already compete on price, 
style, services, etc.) ought to be brought within reasonable 
limits by mutual agreement : as with the amount of service 
granted, the amount of advertising done by department 
stores ought to be governed by the interest of the depart- 
ment store line as a whole, rather than by the desire to 
engage in internecine strife by means of advertising volume. 
There is no doubt that the department store derives 
much benefit from extensive advertising which seems more 
effective in the hands of department stores than in those of 
any other form of retail distribution. But there again, we 
must keep a sense of proportion. The use of advertising 
must serve a purpose and not degenerate into a weapon 
of ruthless competition between department stores, for the 
ultimate result of such practices is an exaggerated use of 
advertising by all department stores in a market which has 
reached its saturation point, with a corresponding increase 

in the cost of distribution of this form of retailing. 



Sales promotion events 

In themselves sales promotion events have their legitimate 
place in the operatiqlh of department stores. When they have 
been suppressed by legislative stipulation, as in Germany 
under the Third Reich, we have seen the department stores 
feel the need to find substitutes in the form of timely con- 
centrations of all the sales promotion media on given 
merchandise groups. 

But here again it is not the sales promotion events as such 
which are involved, but the exaggeration in their number 
and scope. This abuse has helped create the deplorable 
impression that the department stores have two different 
and parallel businesses, the regular price business and the 
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special price business. This has induced in many customers 
the habit of waiting for special offerings. The generalization 
of sales promotional events is also responsible for the break- 
ing down of the loyalty of customers to a given store and 
for creating a special category of customers who are mere 
sales events followers and bargain hunters. 

Nothing illustrates better the abuse which the practice 
of sales promotion events has become than their effect on 
the employment of the personnel. Besides fulfilling the 
aim of clearing old merchandise, sales events were originally 
devised with the idea of ensuring to the store a greater 
continuity of employment, by reviving the sales during the 
dullest periods. Now, on the contrary, sales events exercise 
rather the opposite effect: they involve periods when the 
staff of the enterprise is hastily increased by additional and 
untrained help, to be followed by periods in which, even 
after the discharge of these extra employees, the normal 
staff is not fully employed. 

Here again the first step to an improvement of the situa- 
tion is the possession of facts. Quantitative data must be 
collected on the scope and extent of the sales promotion 
events, such as on the percentage of yearly sales made in 
sales events, the percentage of the total sales promotion 
budget spent on sales events, the determination of the 
sales increases over normal due to sales events, the deter- 
mination of the percentage of the total sales of each event 
made on marked-down articles, comparisons between the 
mark-up of the regular and special price articles sold during 
the events, etc. 

This information could be completed by* the establish- 
ment of the profit and loss statement of some sales pro- 
motional events. Such a statement would compare the 
additional sales obtained by the event to the total expenses 
that it has caused. These expenses include not only the 
additional expenses directly caused by the event (and one 
must not forget to include among them such indirect 
items as the cost of the increase in the rate of returns after 
the event), but also the mark-up sacrifices made for the 
event and the anticipated mark-downs on overbought 
merchandise. 
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One may assume that the collection of such data may be 
the starting point for a sounder use of sales promotion 
events. 

As^an element of normal sales promotion (and one may 
add o*f normal merchandising as regards the clearance sales) 
sales -promotion events have undoubtedly their place in 
the operation of department stores. But when used system- 
atically as a main tool in the fight against other department 
stores and in the task of concealing the high cost of distri- 
bution of department stores, they largely defeat their own 
purpose. 

Extended sales promotion budget 

It would also be very advisable to create, beside the 
usual sales promotion budget which covers advertising and 
display expenses, an extended sales promotion budget 
which would include all the expenses or sacrifices involved 
in the promotion of sales. 

This extended sales promotion budget would include, 
besides the advertising and display expenses, the sales 
promotional mark-downs (with the exception of the clear- 
ance mark-downs), the losses or expenses caused by the 
service departments and customer services, and perhaps also 
the discounts granted to customers. 

Such a united approach would allow the general manage- 
ment to adjust the rival claims of various functions upon 
the sums spent in sdles promotion and to direct the sales 
promotion efforts and expenses, considered in their broadest 
sense, from a wider angle. 

Unlike the sales* 1 promotion budget, the extended sales 
promotion budget would not be placed under the exclusive 
authority of the sales promotion manager, because any de- 
cision referring to an increase or decrease of the sums spent 
on sales promotional mark-downs or service departments 
and customer services directly affects other functions. 

But such an instrument is of inestimable value when the 
general management is considering the policies of the firm 
as a whole, as it will offer a comprehensive picture of all the 
efforts made with a view to maintaining or increasing the 
sales, and will thus provide the possibility of welding these 
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efforts into a cohesive whole. These different items, which 
have hitherto been treated in watertight compartments, are 
in reality closely interlinked. The question of sales pro- 
motion is a whole, and its parts are interdependent. Unless 
it is viewed as a whole there will be confusion of thought 
and policy. The existence of that extended sales promotion 
budget makes it possible to bring each of these items into 
a correct perspective, to examine the interplay of these 
factors, to mobilize the resources devoted to sales pro- 
motion in the directions which are considered the most 
effective, as well as to carry out a series of experiments in 
order to identify the most effective means of sales promo- 
tion. 

The eventual result of such an extended sales promotion 
budget may well be an effective contribution towards 
solving this problem of the reduction of the total sales pro- 
motion expenses of a department store by a more rational 
apportionment and concentration of these expenses in the 
most effective directions, a problem whose solution we have 
already mentioned as one of the needs of the future. 

Equal treatment of all customers 

The equal treatment of all customers has been one of the 
superior virtues and elements of attraction of department 
stores since their creation. This equal treatment has been 
embodied in the suppression of bargaining, the practice of 
offering only merchandise with fixed* and marked prices. 
Even the less intimate contact between the department 
store staff and the customers (as compared, for example, 
with the conditions existing in the specialty stores) has been, 
from this point of view, an asset for the department store, 
as it has suppressed or reduced discrimination in favour of 
certain customers. 

It is arguable that department stores have retained these 
characteristics. But some of the developments of depart- 
ment store operation during the last decades, especially the 
extension of services and the greater use of high pressure 
sales promotion, have served to create new discriminations. 
Under their influence the principle of the equal treatment of 
all customers has tended to fade away. Thus one may think 
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that in the modern department store the 'cash* customer 
subsidises the 'charge account' customer, the 'take' cus- 
tomer the 'send' customer, and the 'regular price' customer 
the 'ceduced offer' customer. 

There is here, without any doubt, a situation fraught with 
dangers, and this so much the more as the other forms of 
retailing, which are usually free from the exaggerated use 
of service to customers and high pressure sales promotion, 
are in a position to ensure to their clientele a more equal 
treatment in respect of the points listed. 

The solution of this difficult question, at least as regards 
the discrimination between the regular price and the reduced 
offer customers, probably lies in a reduction of the number 
and scope of those special offers which are themselves tied 
up with the high pressure sales promotion methods whose 
advisability we have already questioned. 

As regards the differential treatment between cash and 
charge account customers, or take and send customers, a 
possible solution would consist in charging to charge 
account and send customers a proportion of the extra cost 
which this form of transaction implies. Such measures 
could, of course, only be taken within the frame of a general 
collective agreement between the department stores of a 
given town, and would have to be explained by a campaign 
of propaganda. 

Modern forms of selling 

In spite of the fact that we foreshadow the reinforcement 
of the position of the department stores by a development of 
their own resources rather than by an imitation of the 
features of the new forms of distribution, we do not see 
why the department stores should not adopt and adapt to 
their own needs some of the strong points of these enter- 
prises. 

The method of selling of the unit price stores, which we 
have called a semi-self-service selling method, where the 
merchandise is arranged and classified in open displays and 
where the customers perform their own selection and 
sometimes even the fitting, with a minimum of assistance 
from the sales people, is one of them. It is by means of this 
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method of semi-self-service selling that unit price stores 
achieve an average number of daily transactions per sales 
assistant of some 200-220. 

Besides giving to the merchandise a better chance to 
sell itself, semi-self-service selling increases the productivity 
of the sales assistant by suppressing part of his work (getting 
out the merchandise for presentation and later putting it 
again in place), by transferring another portion of his work 
to the customer (who however does not mind it, but 
rather the contrary) and by enabling the sales assistant to 
concentrate on the only portions of his job where his 
intervention is really indispensable, namely the last steps 
of the transaction. Further, semi-self-service selling speeds 
up the transaction from the point of view of the customer. 

It can be contended, in fact, that in a way semi-self-service 
selling represents a division of the sales transaction which 
brings to distribution some of the advantages that division 
of labour has brought to manufacturing. 

A partial application of this system of semi-self-service 
selling can take place in department stores for a number of 
departments (mainly toilet requisites, haberdashery, hard- 
ware, stationery, some ladies' dress accessories, some under- 
wear, etc.) by the adoption of classified open display for 
part of the assortment. 

More generally one must sponsor an increased use of 
the so-called assortment system of display, the use of dis- 
plays which present a complete range of samples of the 
different styles and prices stocked, so that customers can 
make their selection with little or no qid from the sales- 
people. That is to say, instead of displaying (as is usually 
the case nowadays) a handkerchief or a piece of underwear 
carefully draped against a perfume bottle or a glove with 
the fingers pointed upward on some form, one would 
display all the types of gloves, all the lengths or colours 
of hosiery, many of the types of underwear, thus giving to 
the customers a chance of making their own selection 13 . 

While the combined mass and assortment display, in the 
same way as in the unit price stores, with the customer 

11 See Kenneth Collins: "The Trend toward Self-Service", Journal 
of Retailing, December 1940. 
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actually picking out the article from the display, is, in the 
case of the department store only possible in a few depart- 
ments, there are wide possibilities for other types of assort- 
ment; display. An example is the complete sample assort- 
ment, a display of all styles, sizes and colours stocked, so 
that the customers can make undirected selections and then 
call on the assistant to get a duplicate of the desired article 
from the stock. Another type of display is the so-called 
complete style assortment with a display of all styles carried, 
but not of the colours and sizes, so that the customer can 
make a primary selection but must depend on the assistance 
of a sales person before making the final choice. 

The extension of this system of semi-self-service selling 
to ready-to-wear may even be considered in some cases. 
There exist dress departments with each section devoted 
to dresses of a unit price and with, within each section, 
the stock clearly divided according to size, and so presented 
that there is direct access of the clientele to the stock. 

There are nowadays clothing stores run along these 
lines, with the customer selecting her garment, trying it on, 
and taking it to the cashier and wrapping desk. The con- 
version of some other departments and sections along lines 
similar to those of the self-service grocery stores is also 
taking place. 

This trend toward semi-self-service and even full self- 
service selling corresponds to the desires of the public and 
to the requirements* of efficiency. As noted by Kenneth 
Collins, a growing number of customers prefer to make 
their own undirected selection: they wish ample freedom 
to examine arid compare without feeling that somebody else 
is trying to force or speed up a decision. 

Further, the usual method of selling articles hidden 
behind fixtures and under counters is not efficient. It 
obliges the sales assistant to pull out quantities of stock 
from shelves, drawers and cabinets, to stand about while 
the customer meditates, and laboriously to put the goods 
back again after a choice has been made. 

Finally one may consider that telephone selling rep- 
resents one of the directions along which department 
stores ought to develop, in accordance with the principle 
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of expansion along those paths where department stores, 
by virtue of their very characteristics, have the advantage 
over the remainder of the retail trade. The advantage 
enjoyed by the department store in the direction of ,tele- 
phone selling resides first of all in the fact that the great 
variety of merchandise lines allows the customer to make 
several purchases through one telephone call. Another lies 
in the fact that department stores are the form of distribu- 
tion which uses advertising to the largest extent. They can 
thus encourage the stay-at-home customers to order by 
telephone the merchandise which they have seen advertised 
in the newspaper, through direct mail advertising and 
otherwise. 

There is no doubt that the increasing traffic congestion 
in the central shopping section of the great towns will 
encourage telephone selling of staple goods. We have, 
moreover, already pointed out that progress in the tech- 
nique of long-distance calls may result in an increase in the 
portion of the clientele of metropolitan department stores 
living in other parts of the country and ordering by 
telephone. 

Selling departments 

From the origin of department store history the depart- 
ments selling piece goods and ladies' outer garments have 
represented the backbone of these establishments. The 
customers attracted by these merchandise groups were in a 
way the main customers and bought readily in several 
other selling departments of the store, while the converse 
is less true. In fact, the reputations of most department 
stores have been largely based on the success of these 
departments. 

As regards the piece goods departments, the trend 
towards buying more and more ready-to-wear has perhaps 
contributed to a decrease in the relative importance of this 
group of merchandise, an evolution which has been on the 
whole detrimental to the interests of department stores, but 
in the face of which the stores are powerless. 

A transformation which offers even greater dangers, and 
for which certain department stores are directly responsible, 
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resides in the fact that some of them have let the basic 
departments represented by ladies' outer garments become 
weak and non-competitive. 

The causes of such deterioration, one may even say 
degeneration, are numerous. In some cases it is the develop- 
ment * of a house product which has revealed itself 
incapable of competing with the products from out- 
side suppliers. The growth of department stores along lines 
far afield from their original business has also helped to 
draw the attention of the management away from the 
ladies' dress departments, these, seen out of true per- 
spective, having been treated like any other department, 
whereas they are in fact the basic departments of a store. 

Perhaps one of the most urgent needs of any department 
store where such a situation exists is to correct it by an 
investigation of the conditions prevailing in the department 
and the taking of the necessary measures. 

It may also be estimated that, on account of the para- 
mount importance of the ladies' dress department, it is 
advisable to operate for this department a system of 
statistical control of the merchandise (unit control), analyzing 
the sales and the stock by segregating them by classes, price 
lines, sizes, age, colours, manufacturers, etc. Even if 
unit control is not used in the other selling departments of 
the store, its utilization for this particular merchandise line is 
fully justified by the prominence of the corresponding 
selling department. 

Another aspect of the question of the operation of 
selling departments jrefers to the treatment of those selling 
departments which freveal themselves as losing departments 
not in one department store, but in the whole department 
store field. 

In cases where these selling departments represent 
merchandise groups mainly developed in the department 
store line and where the competition of the other forms of 
distribution is not strong, a common decision of the local 
department stores to increase the mark-up and to reduce 
some expense items may relatively easily render such 
departments profitable. But there are other selling depart- 
ments which are not profitably operated in department 
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stores and of which other forms of distribution make a 
more successful job. It is probable that with the develop- 
ment of the unit price store and particularly of the specialty 
chains, the number of these departments will have a tendency 
to increase, 

One of the future tasks of department stores is to identify, 
by means of departmental accounting, such selling depart- 
ments, and to take, if necessary, drastic measures perhaps 
going as far as the use of new forms of distribution, in 
order to eliminate these sources of loss. One may, for 
example, foresee in those merchandise lines where the 
specialty chains, on account of their central merchandising 
and mass purchasing, have a great advantage, the develop- 
ment of specialized chains of leased departments. As is 
known, such organisms with a central buying organization 
and whose branches are represented by selling departments 
of a specific line, leased in a number of department stores, 
are found in America, especially strongly represented in 
certain merchandise lines such as millinery. 

Non-selling departments and the concept of productivity 

The proportion of selling to non-selling personnel has, 
as is known, declined continuously in the course of the 
history of the department store. This decline has been 
caused by the growing division of labour, the increase in 
the number and scope of the services granted to the clientele, 
the influence of the size factor and the development of the 
organization of department stores. 

While at the beginning of department stores the selling 
personnel represented 70 per cent, of the total staff, there 
are now department stores where it represents less than 40 
per cent, of the total staff (production workrooms excluded). 

This evolution is in itself natural enough and perhaps 
even inevitable, since it reflects the growing refinement 
of the means of distribution represented by the department 
store; but there is evidently a lower limit which cannot be 
ignored without making of the department store a too 
complicated and costly form of retailing. 

The most direct approach to the solution of this problem, 
besides the reduction of the service departments and 
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customer services to a reasonable level (a subject already 
treated) consists of a better control of the operation of 
non-selling departments by the introduction of operating 
standards, and of the concept of productivity. As noted 
by P. J, Reilly, the absence of measuring sticks to determine 
whether operating performance is really efficient may be 
considered one of the causes of the consistent increase in 
the department store expenses. 

The expenses of a non-selling department are usually 
planned, established and controlled on two bases: the 
absolute expenses of the department and the expenses of 
the department as a percentage of the total sales of the 
store. But any study of the actual operation and con- 
ditions of operation of non-selling departments will show 
that these bases are not rational. 

First, we must never forget that in a department store 
the non-selling departments have no control over the 
volume of their operations. Their load of work depends 
solely upon the activities of the selling departments. 

Secondly, the general concept that the non-selling de- 
partments are responsible for maintaining the cost of their 
operation at certain levels in relation to sales, which is a 
result of the general habit of department stores of basing 
expenses and operation upon percentages of net sales, is 
false in the case of the non-selling departments. A store 
which has budgeted a certain figure for its total net sales 
for the coming year may reach this total figure with a change 
in the distribution of the share of the various lines of 
merchandise in* the total sales, and this may greatly change 
the load of work placed on some non-selling departments. 
Moreover, a rise in the price of the merchandise will, in 
the system of expense control by percentage of sales, 
automatically increase the budget of the non-selling depart- 
ments, although their load of work, measured by the 
number of units of production, will not increase. On the 
other hand, in a period of declining merchandise prices the 
budget of the non-selling department, expressed in per- 
centage of sales, will decrease, while the actual load of work 
may remain the same. 
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Department stores must do in the years to come for the 
non-selling departments what they have done in the last 
decades for the selling departments develop effective 
means allowing a check of the performances of, these 
sections, thus making it possible to keep their expenses 
under control. 

The first step in this direction is to choose or develop 
suitable units for measuring the performance or production 
of these non-selling departments. 

We give below a tentative list of the units of production 
which may be considered for a number of non-selling 
departments : 



Department 
Accounts payable 

Accounts receivable 
Addressing 

Bookkeeping 
Buying office 
Collection 
Correspondence 
Cost and selling 

accounting 
Credit 

Delivery 
Duplicating 

Employment 

Mailing 
Marking 
Order filing 
Payroll 

Receiving 



I] nits of production or performance 

number of invoices handled or num- 
ber of lines posted 

number of charge transactions posted 
or number of lines billed 

number of new plates prepared and 
number of envelopes printed 

number of entries made 

number of orders placed 

number of collections made 

number of lines typed 

number of invoices treated 

number of credit applications in- 
vestigated 

number of "weighted" deliveries 

number of stencils cut and number of 
copies produced 

number of persons hired, discharged 
and reclassified 

number of pieces of mail handled 

number of pieces marked 

number of order lines 

number of wage envelopes 
("weighted") 

number of invoices and returns 
("weighted") or tonnage handled 
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Department Units of production or performance 

Sales dissecting number of sales bills treated 

Sign shop number of signs ("weighted" by size) 

Stock-rooms number of stock requisition lines 
Statistical : 

punching number of cards punched 

sorting number of cards sorted 

tabulating number of cards tabulated or num- 
ber of tabulating machine hours 

Traffic number of routings and of shipping 

claims 

Tube room number of transactions handled 

Warehouse as for receiving and stockrooms 

As noted by P. Laguionie: "Our experience has shown 
us that the mere study or determination of these units of 
production is, by itself, a most powerful means of organisa- 
tion, as you can select them only after a careful study of the 
operation of a department, which you see then for the 
first time under a new light, as a machine for producing 
a given service". 

Once these units of production are selected and recorded 
they may be used to control the productivity of the non- 
selling departments or of specific sections within the non- 
selling departments. 

A first means of control consists in dividing the expenses 
of a non-selling dep'artment by the number of units pro- 
duced, with the corresponding determination of a unit 
cost, the evolution of which will be followed from month 
to month (after a possible segregation of the influence of 
the fixed expenses). 

However, the modern concept of productivity mainly 
refers to physical units. According to this concept, it is 
not the expenses of the department but the number of 
man-hours worked in that department which is used for 
the determination of the number of units produced per 
man-hour worked in each non-selling department. 

The introduction of these units of production, of these 
unit costs or of these standards of production per man-hour, 
for control of the work of the non-selling departments, will 
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change the outlook of these departments. They will be 
judged on the basis of their actual achievements, i.e., their 
volume of production, their production per man-hour, 
their ability to decrease unit costs, to adapt their expenses 
to the fluctuations of their volume of production or their 
production per man-hour. 

As stated by S. Bogelund-Jensen, the advantages of the 
division of labour, on which the department store is based, 
are lost unless you can continuously measure and control 
the activities of each of the specialized activities among 
which the store has been divided. 

Store management 

The store management function is probably one of the 
fields of department store operation offering the greatest 
opportunities for reducing expenses and making direct 
savings. A review of the Harvard statistics on the operating 
results of department stores discloses that the expense 
items over which the store management function has 
control, and which include, amongst others, occupancy, 
repairs, services purchased, supplies, delivery, receiving 
and marking, are those which show the relatively greatest 
increase between 1920 and 1940. 

The store management function has materially added to 
the cost of distribution of department stores. While some 
of these store management expenses represent, in fact, the 
cost of service departments and customer services and 
require for their reduction a treatment of the service 
problem as a whole, there is no doubt that a direct approach 
which consists in detecting the possibilities of savings and 
of increased efficiency within this function, is equally 
promising. 

Several management consulting engineers, when en- 
trusted with the task of guiding the reorganization of 
department stores, have deliberately started their job by 
some aspect of the store management function. They have 
chosen that approach as the one most likely to produce 
tangible savings rapidly. 

It is a fact that delivery departments seem to represent 
the most promising field of saving in European department 
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stores. It is interesting to note, when comparing the 
average expense percentages of European and American 
department stores, that the functional division "delivery" 
is the. only one where the American figures fas a percentage 
of sales) are consistently and appreciably lower than the 
corresponding rates for European stores 14 * 

Personnel 

In accordance with the principle which we have followed 
in the course of this investigation, we do not intend to 
treat here the multitude of problems which refer to the 
personnel function of a department store, but only to 
present what we consider as the broader issues relating to 
the question. 

First one may suggest that the introduction of sounder 
personnel policies and of a more liberal outlook in employer- 
employee relations is a necessity, that "humanizing" of 
personnel relations is essential for the successful operation 
of any enterprise. Chief executives will have to think in 
terms of employee satisfaction and happiness as much as 
in terms of returns on investment 15 . 

The personnel problem will, however, also present itself 
under other aspects. 

From its very origin the department store was partly 
based, thanks to the possibilities of organization, division 
of labour and of tKe principle of delegation of skill, on 
the use of a personnel which was on the whole of a lower 
class, but also more economical, than that of the specialty 
stores. That 'situation has continued for years without too 
much inconvenience, the department stores using, as noted 
by Nystrom, skilled advertising as a substitute for skilled 
salesmanship. 

However, in the course of the last decades a change in 
the outlook of department stores in relation to the personnel 
problem has taken place. They have created extensive 

14 See P. Reilly: "A Lesson in Operation from England", Bulletin 
of the N.R.D.G.A., October 1935, p. 20. 

15 A. Goudsmit: Presidential Address to the International Associa- 
tion of Department Stores, Paris, 6th November, 1947 
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employment and training departments with a view to 
selecting better human material and to ensuring better 
qualified personnel, especially in the sales force. 

These efforts to raise the quality of the personnel, by 
training, have probably been due to the following reasons. 
In the period of greater competition which has characterised 
these last decades, department store executives have 
gradually woken up to the fact that one of the weaknesses 
of their form of business, when compared with specialty 
stores, lay in the loss of sales or (even more important) in 
the loss of patronage due to poor salesmanship. Any serious 
comparative audit would show that one of the greatest 
liabilities of department stores resides in the indifference of 
the staff, a situation which derives from the size of the 
department store, the conditions of work, and the salary 
level. It is true that the other competitors of department 
stores, such as chain stores and unit price stores, have a 
sales force even weaker than that of the department stores. 
But in these forms of retailing which cater largely for con- 
venience goods, the personality of the sales assistant is 
not so much a requisite as in the department store which 
caters for shopping goods. Further, the growing import- 
ance of the fashion factor in the articles forming the assort- 
ment of department stores, as well as the tendency of some 
department stores to trade up in order to leave the field 
occupied by unit price stores and specialty chains and to 
meet their growing expenses by higher average transactions, 
would be sufficient in itself to warrant the growing efforts 
of department stores to train and instruct their sales force. 
Finally the desire (or necessity) to use, in the 'face of strong 
competition, high pressure selling methods, has perhaps 
also been not unrelated to these efforts. 

Under such conditions the sums spent on the training 
of the personnel, even if they contribute to increase the 
expenses, are doubtless justified. One must also consider 
the fact that no other form of distribution, not even the 
chain store or specialty chain, is in a position to perform 
that work of training so effectively and economically as the 
department store. In fact, no other form of retailing is 
performing that work on such an extensive scale. 
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But unfortunately the benefits accruing to the department 
stores from this effort are not as great as could be expected, 
mainly because of the excessive rate of labour turnover. 

Department stores should realize that they cannot gain 
full advantage from their expensive training schemes if they 
do not reduce their exaggerated labour turnover, for the 
latter means that the majority of the sales assistants they 
train are lost to them after a relatively short period of 
employment. 

It must also be borne in mind that the general trend of 
the department stores, considered as a whole, to trade up 
reinforces the importance of this greater stability in per- 
sonnel. As stated by Henry Smith, "In some branches of 
retailing the cost of labour turnover is very high. Not 
only do assistants have to be trained in the technique of 
the trade, but in the policy of the firm; moreover, personal 
contact with customers places a very high value upon the 
personality of the salesman. For example, in the high-class 
furniture trade, the retailer will be very reluctant indeed 
to alter his staff. At the other extreme, however, in the 
case of Woolworth's, where the salesman is a nonentity 
behind the counter, neither informing nor influencing the 
consumer, but merely engaged in collecting money and 
preventing petty larceny, the position is entirely different. 
Here the cost of labour turnover is relatively slight" 16 . 

Finally there is another important facet of the personnel 
problem, the question of remuneration, which is closely 
related to the aforementioned questions of the quality and 
stability of thfe stafl*. 

Department store operation has until these very last 
decades largely been based on cheap, unskilled labour. 
This has been made possible partly by the division of labour 
and the character of operation of department stores, and 
partly by the fact that a large part of their staff was com- 
posed of young women employees who lived at home or 
were partly supported by parents. Department stores have 
thus profited by relatively low wages at the cost, it is 

* H. Smith: "Retail Distribution", London 1937, p. 26. 
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true, of relatively low qualitative and quantitative per- 
formance. 

It seems certain that by the mere force of circumstances 
department stores will be obliged in the years to come to 
abandon this attitude. One must first take into considera- 
tion the growing strength of the trade unions arid the 
inevitable spread of professional organization to department 
store personnel. 

One must also reckon with the fact that our modern 
way of life entails a gradual disappearance of the type of 
women who were able to live on a relatively small wage 
because they were supported by their family. We are 
drifting towards a society where the great majority of 
people will be self-supporting. 

As regards the remuneration of the personnel, perhaps 
the only way the department store can avoid the conse- 
quences, on their operating figures, of higher levels of 
remuneration, is for them to prepare themselves to set and 
obtain higher standards of performance from their staff. 

This increase in performance must be both qualitative and 
quantitative. From the point of view of the qualitative 
increase of the performances it is the training department 
which must take the main share in the realization of this aim. 
As regards the increase of the quantitative performance, 
this is mainly the field of work of the research department. 
It must study, devise and introduce the methods and stan- 
dards of performance necessary to measure, increase and 
control the productivity of the staff. 

Utilisation of the personnel 

One of the familiar drawbacks of the retail trade is the 
fact that the activity of the staff, especially of the selling staff, 
is directly dependent on the flow of customers. While a 
manufacturing firm can stock both materials and labour 
(the latter by producing for stock), retailing can only stock 
merchandise but not labour. 

Because of the wide seasonal, daily and hourly fluctua- 
tions of the flow of customers, the utilization of the per- 
sonnel is incomplete and translates itself into the existence 
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of a considerable proportion of idle time. The bearing of 
this fact on the cost of distribution is obvious. 

But while this disadvantage is felt by the whole retail 
trade, one may say that the department store, on account of 
its very principle of departmentalization, is even more 
subjected to it than most other forms of retailing. This 
principle of departmentalization, whilst it brings efficiency 
by virtue of the qualifications of the employees, also causes 
waste. % Thus in a departmentalized store there may be slack 
times in the work of some departments or employees, 
whereas the employees of a smaller shop operated as a 
single unit, are more easily used, when there are slack 
times in the selling activity, to perform other duties. A 
typical example is the delivery boy of a small store who 
may help in selling in rush hours 17 . 

The question of the utilization of the personnel deserves 
to be treated here from a double point of view. First 
because it is evident that a more complete and steady 
utilization of the personnel will manifest itself in a reduction 
of the cost of distribution, one of the main problems of 
retailing in general, but of department stores in particular. 

A second argument of equal importance lies in the fact 
that, as any investigation will show, department stores are 
by their size and their characteristics in a better position 
than the other modern forms of retailing to tackle this 
problem. In fact, several of the measures which may be 
devised to correct the present state of things, can be taken 
only within the framework of a department store. 

The first step consists in recording the situation and in 
determining the seasonal, daily and hourly fluctuations of 
the activity of the personnel (mainly the selling staff). The 
best unit of measurement is probably the number of trans- 
actions per salesman and per hour. Any such investigation 
reveals a position which in industrial management would be 
considered as appalling 18 . 

The measures to improve this situation may be grouped 
under two different headings: first, those likely to reduce 

17 F. Clark: "Principles of Marketing", New York 1936, p. 236. 

18 See J. Hirsch: "Den moderne Detailhandels Hovedproblemer", 
Copenhagen 1940, p. 63. 
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the size of fluctuation in the flow of customers. One may 
note among them the following: scheduling sales promo- 
tion events so as to revive the trade in the dull periods; 
the reduction of store-wide or divisional sales events in 
favour of departmental sales events ; attempts to influence 
the shopping habits of customers by the granting of certain 
privileges if they make their purchases during the dull 
hours of the day, etc. 

A second possible approach to the solution of the problem 
is by means of measures likely to better the adjustment of 
the sales force to the fluctuations of the flow of customers. 
Among the means which may be used to achieve this are 
the following: the increased use of part-time sales assist- 
ants; the use of temporary sales staff; transfer of sales 
people from department to department; the use of a flying 
squad of sales assistants; the use of sales staff for non-selling 
jobs during the slack periods; and the use of the non-selling 
personnel on the selling floor during the peak sales periods. 

Many of these measures are of such a character that they 
cannot be used to the same extent by unit price stores and 
specialty chains. This fact alone would be sufficient to 
warrant a greater attention to this problem. 

The question of the utilization of the personnel has been 
treated in this paragraph from the quantitative point of 
view; but this question may also be treated from another 
angle, the qualitative angle. Here one must expect a 
continuation and a refinement of the application of the 
principle of the division of labour made with the aim of 
utilizing the expensive sales assistants' time only for the 
most productive work. This involves a transfer of the 
part of their job which can be carried out as well by less 
skilled workers to other employees, receiving a smaller 
salary, or the performance of these jobs in centralized 
non-selling departments where advantage may be taken of 
the savings resulting from large-scale production and from 
the use of specialized equipment. 

The recent development of pre-selection and of semi- 
self-service selling has also to be considered as an opportun- 
ity for extending that division of labour within the sales 
force group itself, in the form of a better adaptation of the 
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quality of the personnel to the grade of job. Thus a greater 
differentiation will be made between the salesmen, with a 
concentration of the most qualified in those sections and 
jobs where the customer is supposed to rely on the assistant 
from the beginning to the end of the transaction, and the 
use of less qualified salesmen in the sections where semi- 
self-service selling is in use. 

Finance and accounting 

In this field department stores will have in the years to 
come to follow the new conceptions according to which 
accounting is developed into a tool of analysis rather than 
used as an instrument of mere historical record, mainly 
conceived for the needs of the auditor and of taxation. 

Some progress ha^ already been made. Thus in the 
course of these last decades effective means of inventory 
control have been introduced in a great number of depart- 
ment stores. Furthermore, in expense accounting, the 
centre of gravity has been shifted from a mere analysis of 
expenditures to the control of functions and operating units. 

The next requirements are a further application of the 
advanced techniques of modern cost accounting, with a 
corresponding recognition of definite processes, the de- 
velopment of units of production, the determination of 
unit costs and of standards, and the introduction of the 
concept of marginal costs 19 . The application of this scheme 
may require a reorganization of the department store not 
only on the administrative side but also on the selling side, 
so as to have an organization composed of more homo- 
geneous units ^departments) from the point of view of their 
processes of work or of their methods of selling. 

The real needs of the modern department store in this 
field will be met when accounting helps to check the 
effects of given policies; to explore the consequences of 
proposed changes in policies; to segregate, in the operating 
results, the effects of changes in price levels; to test the 
efficiency of different departments and of different methods 

19 See V. Villadsen: "The application of the principle of marginal 
cost in department stores", Paper presented at the Eighth Inter- 
national Management Congress, Stockholm, 1947. 
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of selling; and, more generally, to assist the management 
in its task of finding out the most effective way of organising 
the various factors of distribution. 

As to the equipment employed, one may note the in- 
creased use of modern accounting machines. On the other 
hand, statistical machines have, until now, been introduced 
into only a few department stores. Their general use for 
the accounting and recording work of department stores 
seems to be awaiting the development of more adyanced 
systems, making it possible to punch the statistical cards 
conveniently on the very spot where the transactions to be 
recorded are taking place. This development, together 
with the possible application of the resources of electronics, 
will not only mean a rationalization of accounting and 
recording work but may also open new possibilities for 
research which would rework at smaller cost the data 
already prepared for accounting in a form suitable for 
further re-handling. 

"Research 

At a time when commercial research and management 
research are becoming factors of growing importance, 
department stores cannot hope to maintain their place in 
the economic world without providing for themselves, 
under one form or another, the services of these relatively 
new disciplines. 

They need to have expert men engaged in the task of 
watching and appraising the latest developments in a 
number of increasingly specialized fields and of studying 
their bearing on department stores. 

The executives of a department store are usually too 
absorbed in the day-to-day operation of their enterprise to 
devote enough time to the critical examination of their 
present operating practices, to the development of better 
operating methods and to the interpretation of economic 
and social trends. 

There is thus a need for a special staff agency represented 
by a research department in any store whose size is large 
enough to warrant the creation of such an organ, in any 
store, say, whose total employment reaches 1,000 people. 
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Of course, in such a field as retailing the intuition of 
executives, that ability which Professor Dimock has defined 
as combination of past experience with an aptitude to form 
a connection between complicated factors, will always play 
a great, one may even say a dominant, role. But the very 
progress of management, of business economics and of 
statistical analysis, as well as the growing complexity of 
the modern world, make it increasingly necessary to sup- 
plement the judgment of the executives by systematic 
study and, where measurable facts are available, by research. 

It is true that the field of distribution is one where in- 
tangible elements play a great role. Furthermore, the mul- 
tiplicity of the factors involved, of the motives and, in the 
case of a department store, of the articles carried, makes the 
use of the scientific approach difficult. Simple relations of 
cause and effect are hard to detect, as changes and results 
in that field are usually the consequence of the action not of 
one factor but of a combination of factors. And in addition 
one has rarely the same combination of factors acting twice 
over. The wide assortment of department stores, the great 
variety of articles, complicates any job of market research 
by constantly introducing the disturbing factor represented 
by multiple alternatives. In management research, the lack 
of the repetitive factor, or the fact that this factor does not 
present itself in the same absolute form as in many pro- 
duction jobs, also serves to complicate the task of the 
research man. 

Furthermore, in production jobs the effects of changes 
introduced for the sake of experimentation or improvement 
are easier to judge** because the yardstick used to measure 
the effect is cost, for example the unit cost before and after 
the change. But in distribution, where the paramount 
factor is not cost but the volume of sales, any experimenta- 
tion for example a change in the layout or the equipment 
of a selling department has to be measured in terms of 
increased sales. And this, contrary to cost, is an element 
which at any given time will be influenced by a great 
number of other factors. 

One may mention here that from this special angle, the 
chain of department stores and in particular the chain store 
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(variety chain or specialty chain), which operates several 
stores in the same locality, is at an advantage, since it can 
to a certain extent carry out controlled experiments. It 
can experiment in one store with one factor, the variable 
to be tested for example a new arrangement, a given type 
of display, a new selling method while keeping this factor 
unchanged in its other stores. The difference in sales 
between the branch where the experiment takes place and 
the other branches of the group may be interpreted as 
due to the action of the variable which has been tried out, 
especially if the stores are located in the same town. 

The possibilities of research in the field of distribution 
are more limited than in the field of production. But the 
need for research is as great in that field as in any other. It 
is during these last two decades that the resources of 
modern statistical analysis with its study of variations and 
its application of the theory of probability have come to 
the help of distribution. They make it increasingly possible 
to deal with intangible elements and unforeseeable variables, 
or at least to limit their disturbing influence. 

In its wider aspect, commercial research may be carried 
out by department stores in order to discover the place of 
their form of enterprise in the present-day market, to 
determine what has been the role and the function of the 
department store in the past and in what measure this role, 
this function, subsists. 

Besides this long-range research on* a wider plane there 
is plenty of scope for the work of research departments in 
other, more immediate, directions, for example in studying 
the administrative machinery of department stores, especially 
large department stores, and disclosing opportunities for 
simplification and improvements. Another field of work is 
represented by the refinement of the tools of management, 
of the instruments of information and control, placed at the 
disposal of the executives. 

There is also a wide field for research departments in 
commercial research proper 20 . We have already mentioned 

20 See G. van der Wai: "Un example de recherche applique*e a la 
psychologic de la clientele", Bulletin d'information des entreprises a 
commerces multiples, Paris, July 1953. 
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the wide variety which characterizes the department stores. 
Until now the various elements which dominate the 
operation of department stores merchandise, suppliers, 
custojners, forms of sales promotion, etc. have been too 
much considered in bulk, without any attempt to distinguish 
within each of these factors, different classes in terms of 
different degrees of profitability, One of the tasks of 
research in department stores is precisely to break down 
the usual operating concepts and figures used in the store, 
which* often represent averages made up of heterogeneous 
components and which, as such, have little significance, 
so as to replace them with new concepts based on a more 
advanced qualitative analysis and, whenever possible, on 
quantitative measurements. More generally the research 
department will assist the management in developing the 
organisation of the firm, its methods and procedures of 
work, in co-ordinating the activities of the different 
functions, in appraising results and in correcting un- 
satisfactory conditions. 



VII 
CONCLUSION 

SINCE this book was written, the war and the post-war 
seller's markets have come to an end and it is" now 
possible to watch developments in the retail field in a more 
normal setting. 

A characteristic feature of these last years has been the 
renewed progress of the former unit price stores in the 
form of the modern variety chains. Whereas the special 
circumstances of the seller's market were, on the whole, 
detrimental to that form of distribution by reducing its 
hold on the supply industry, the resumption of more normal 
circumstances has once more demonstrated its vigour. 

In the food line, a noteworthy development has been the 
creation or transformation of many food stores into new 
types of distribution agencies operated on the principles 
of self-service selling. Furthermore, some of these food 
stores have reached greater dimensions and represent, in 
fact, examples of food department stores with the gathering 
of several different lines of merchandise under one roof. 

One may also record one or two recent examples in 
Europe of supermarkets along American lines, i.e., stores 
of a relatively large size which offer along self-service 
selling principles not only different categories of food but 
also a variety of goods in the textile, hardware and other 
lines. 

These developments are not without danger for depart- 
ment stores, as they tend to take away from department 
stores a great number of valuable articles, in fact many 
articles with the highest rates of stockturn; but it may be 
noted that this expansion nevertheless takes place along 
lines which in a way vindicate the main characteristic of 
the department store, namely the gathering of different 
categories of goods in the same store. At a time when we 
see a new conception take root, the conception of the 
shopping centre, it is important to note that the department 
store has always been and will remain a shopping centre in 
itself. 

108 



CONCLUSION 199 

This remark is the more important as the specialty chains 
have, on the whole, not given during these last fifteen years 
the impression that they represent for department stores the 
threat* which they were supposed to become. We have in 
this study defined the great forces of modern large-scale 
distribution as being the concentration of buying power, 
the opportunity to merge and synchronize the functions 
of several levels of distribution (for example wholesaling 
and retailing), and the possibility of using rational methods 
of research and organization. And the specialty chains 
appear to be in a better position than perhaps any other 
form of distribution to use these opportunities. But it 
seems that this threat has, somehow, not yet materialized. 
Perhaps this is an example where considerations based on 
business economics (in this case the importance of the 
factors: buying power, integration and specialization) are 
counteracted by some other, psychological and practical, 
factors, e.g., the difference in the store atmosphere and 
the greater convenience offered to the customers by stores 
of larger unit size and by the gathering of different lines of 
merchandise under the same roof. 

As to the department stores, one may note that they have 
emerged from 10 years of seller's market conditions with 
some advantages. First of all, the size, the variety of assort- 
ment offered in the majority of the departments of a 
department store had, in the past, tended to be taken too 
much for granted by 'the public. This extensive assortment 
was an element of service to the customer, an element of 
expense for the store, with the public insisting on it but 
not showing any teal appreciation of its existence. The 
scarcities of the war and of the post-war period have helped 
to change that attitude. As a reaction against the standard- 
ized assortment and the limited choice of the war and 
post-war years, the public has attached greater importance 
to such factors as the variety of assortment and the possi- 
bilities of choice, and this reaction has favoured the depart- 
ment stores which have been recognized as stores where 
the assortment represents a main customer appeal. 

The conditions of the seller's market have also served to 
reduce many exaggerations in the field of sales promotion 
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expenses and customer services. Even now, when normal 
circumstances are returning, it seems that department 
stores (at least in Europe) are not yet indulging in the 
excesses of the 1920*8 and 1930*8. This change of policy is 
perhaps especially noticeable in the Parisian department 
stores. 

But the problems raised in this study nevertheless remain, 
and any further strengthening of the buyer's market would 
make them apparent. 

The renewed advance of the unit price stores, the develop- 
ment of self-service food stores (and, tomorrow, of self- 
service supermarkets offering on self-service principles 
several lines of goods borrowed from the assortment of 
the department store) indicate that we are entering upon a 
phase of retail history in which new influences will be at 
work, and in which new alignments may take place. 

The 2o's and 30*8 have shown us that the department 
store considered as a form of distribution had reached a 
point of relative stability and that the increase in total non- 
food retail sales which took place during these two decades 
was mainly directed into the newest forms of distribution 
represented by unit price stores, variety chains and specialty 
chains. 

The time may well have come to reappraise the position 
of the department store and to defend a position which has 
been based on the confidence of multitudes of people and 
which it has taken decades to build 1 . 

If we take a bird's-eye view of the history of the depart- 
ment stores, we can see that their success was originally 
based on a number of new factors, such as the offering of 
goods at fixed and marked prices, the principle of free 
entrance, the policy of relatively low mark-up and rapid 
stockturn, the practice of accepting returns, etc. These fac- 
tors have given to the department store a great advantage, 
but they had one weakness : they all represented character- 
istics which other forms of retailing could also adopt and 
which they have eventually adopted. The department stores 
then turned to new factors like sales promotion and customer 
services. These new factors were basically sound. They 

1 G. Palmgren, "City", Helsingfors, 1952, No. I, p. 3. 
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were in a way even sounder than the earlier ones, as they 
represented factors in which the department stores, on 
account of their characteristics (large unit size), have an 
advantage and which the other forms of retailing cannot 
adopt, or at least not on the same scale. 

These factors have thus played a great role in the expan- 
sion of department stores. But they have gradually ex- 
hausted themselves by their very exaggeration. The 
department store must now find new elements of attraction. 
We have listed some of these elements in the preceding 
pages. Among these the most suitable are those which 
represent an increased use of the opportunities which are 
inherent in the department store and which cannot be found 
in other forms of retailing. 

We have thus reviewed factors like a new departmentaliza- 
tion based on customer needs ; a development of creative 
merchandising; the greater use of telephone selling mainly 
in conjunction with advertising offers ; the emphasis on the 
fashion factor; and a better and more continuous utiliza- 
tion of the department store based on the opportunities for 
combination, transfer and rational timing offered by the 
great number of different units composing a department 
store. 

As to the new form of selling represented by self-service 
selling, the department stores cannot adopt it in its most 
complete form, i.e., in the form of a combination of self- 
selection and of the check-out system. But they certainly 
can introduce in several departments, or specific sections, a 
greater degree of pre-selection in the sense of a presentation 
of the merchandise *and of an organization of the selling 
in such a way that the forward stock is classified and dis- 
played so as to allow the customers to locate the goods, 
see the assortment and make their choice (or at least narrow 
down their choice), with a smaller or more useful inter- 
vention on the part of the sales assistant than heretofore. 

This introduction of a greater degree, not of self-service, 
but of pre-selection, represents a natural counter-move on 
the part of the department store. Under this form, semi- 
self-service can be introduced in several sections of a 
department store under conditions which do not detract 
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from the atmosphere of the store but which nevertheless 
provide most of the advantages of this new form of selling. 
In fact, there are in a self-service food shop two distinct 
new elements. The first and the most important o is the 
change brought about in the selling operation proper. The 
second is represented by the check-out method, i.e., the 
concentration of the cashiering and packing operations for 
several purchases in one act. The department store is not 
interested in the second element, but it can certainly adapt 
to its needs the advantages of the first. 

Viewed from another angle, the policy of using system- 
atically all the potentialities inherent in the department 
store and all the possibilities it comprehends, leads us to 
another conclusion. The department stores have been 
obliged to build an elaborate organization characterized 
by the fact that they have at their disposal a great amount 
of commercial and specialized ability in the form of qualified 
but expensive executives. Under this condition it is often 
wasteful for the department store to sell mainly the type of 
merchandise that the small retailer is in a position to carry 
and sell as well as themselves, and it is also unwise for 
department stores to concentrate too exclusively on the 
type of merchandise which the new forms of retailing can 
handle in more favourable conditions on account of the 
scale of their operations. One of the purposes of department 
store policy must in fact be to develop the part of the busi- 
ness where, by the use of the specialized talents at its dis- 
posal or its more complete and varied merchandising 
machinery, it can develop articles or forecast trends better 
or more quickly than other kinds of retailer or the new forms 
of distribution. 

It is probable that the assortment of a department store 
must be a delicate combination of two kinds of items. First 
there are those which the department store carries because 
it is or wants to become a large enterprise, not only in 
appearance but in reality, built and organized for size, which 
is interested (and whose suppliers are interested) in great 
quantities, long runs, repeat orders. There must be in its 
assortment some key lines, which are there for volume, for 
repeat orders, big sales, good terms from the suppliers, 
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competitive prices to the customers, capacity to compete, 
in comparable articles, with the variety chains. But besides 
these key lines, the department store must have, in order 
to remain a department store, a great number of other items 
which are there to fill in the assortment, to give choice, 
and afso to exploit opportunities. The one aspect of retail 
distribution that the newest forms of retailing are not likely 
ever to snatch from the hands of the department stores is 
leadership in introducing new types of goods. 

It may be that on account of this dual approach the 
department store requires in fact two different kinds of 
organization and of mind. The first items require the 
resources of organization, with its systematic character, its 
somewhat rigid procedures of work. The second items 
require the flexibility, the power of adaptation, the versatility 
of the small entrepreneur. 

It is not only as regards the articles carried, but also 
through the methods of operation that department stores 
must avail themselves of their greater resources, which 
derive from a more elaborate and refined organization. 
Thanks to the specialized organs at their disposal they must 
be the first to determine the various selling expenses of the 
different kinds of articles or to develop accurate methods of 
response control for their advertising, and the use of these 
methods will place them at a distinct advantage over other 
forms of retailing: they will in fact enjoy the advantage of 
the business man wfio can base decisions on evidence as 
well as on intuition. 

In their general commercial practices and in several other 
fields department stores should again go their own way, as 
they once did, and learn to develop something that will be 
both different from the other forms of distribution and 
ckaracteristic of themselves. 

In a world where new ways and especially a new pace of 
living are gaining ground, department stores may perhaps 
find an original and rewarding field in offering to the public 
a commodity which is becoming increasingly scarce, namely 
time, under the form of time-saving. 

New ways of living are rapidly taking root and the depart- 
ment stores would do well to remember that the various 
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things that they offer, that they sell, have in fact always 
represented a new way of living. 

This new field of endeavour may take the form of a re- 
evaluation of their layout and departmentalization, a cjiange 
in their opening hours and in their methods of selling, the 
development of specific lines of merchandise, the creation of 
additional services (but carried out on a paying basis), all 
these moves being orientated towards the needs and the 
problems of the modern customer whose life is increasingly 
a fight against time. 

But in order to be consistently followed, such a direction 
will , necessitate the abandoning of several traditions and 
ways of thinking, as well as the mustering of plenty of 
imagination. 

It must be at any rate a warning for department stores that 
pre-selection and semi-self-service selling, which by their im- 
plications on salesmanship and, one may add, on commercial 
morality, probably represent the greatest single innovation 
in the field of retailing since the suppression of bargaining 
through the introduction of fixed and marked prices, did 
not originate from the department stores but from a 
different source. 

Our modern society is undergoing an evolution towards 
organization, mechanization (and this not only in the 
material sense of the word), standardization, time-saving 
and streamlining, which is recognizable in almost every 
field. The variety chains, the supermarkets and the self- 
service stores are the representatives of this tendency in 
the field of distribution. V 

The department store cannot ignore this change and will 
have to adapt certain aspects of its operation to the trend. 
But by doing so it must be careful not to impair its par- 
ticular atmosphere which will always remain its main 
appeal. And this because a department store is not merely 
a place where people come to buy, but also a place where 
people come to enjoy themselves, to inform themselves, 
to meet friends a place, in short, which in certain respects 
is for the customers an extension of their own homes and 
not simply a selling machine. 
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Department stores must thus learn to find new factors of 
customer attraction and new methods of operation, in order 
to mould them to their own needs but without sacrificing 
the definite atmosphere which remains, together with their 
greater unit size, their main asset. 

In fact, their basic problem remains the same as through- 
out their history: how to reconcile industrial organization 
with personal service. 
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